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Financial Highlights

(in millions, except per share data)

Operating Data
Net sales
Operating income
Net income (loss)

Performance Data
Return on sales
Return on average assets

At Year End
Assets
Liabilities
Shareholders’ Investment(
Working capital

Per Share Data
Diluted earnings
Cash dividends '
Book valuem

2003

$ 1171
$ 87

4.7%
4.9%

119.7
18.2
101.5
379
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2002

98.5
6.4
9.4

(9.6)%
8.5)%

102.9
11.5
91.3
42.6

(47

2001
$ 917
$ 21
$ 19
2.1%
1.6%
$ 119.0
$ 72
$ 1117
$ 521
$ .09
$ .10
$ 525

(1) In 2003, the Company adopted Statement of Financial Accounting Standards No. 150 (SFAS 150) with
respect to the treatment of the Founders’ stock repurchase obligations. For the purposes of consistency,

the Book Value and Shareholders’ Investment amounts above include $34,857 of long-term liabilities in

the calculations. Excluding these amounts, Book Value per share is $3.24 and Shareholders’ Investment is

$66,612 in 2003.
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Our financial results for 2003 validate the decision to
build upon our position as the global share leader in
color, and demonstrate the performance potential
of our new Leadership Team. Revenue improved 19
percent and operating income grew by 36 percent
compared to 2002. Our focus on color, our people
and customer-driven new product solutions will be
the foundation for a growing, profitable X-Rite

for many years to come.

We are increasing our investments in market
coverage, engineering and technology to regain
market share lost in specific color markets. Our
customers have seen the difference. They are
talking to us and sharing their plans. At the same
time, we are modifying strategies for non-core color
businesses and finding profitable ways to develop
our business in new color markets like dental.

> We grew revenue by 19 percent to a record $117.1

> We increased operating profit from our color and

> We completed three successful acquisitions that

In July, | was appointed Chief Executive Officer

by the Board of Directors. My first priority was to
establish a new and reenergized Leadership Team.
While much has been accomplished, much still needs
to be done. Everyone at X-Rite is on the same page,
determined to meet our financial goals and increase
shareholder value. We have started our journey,
and as you will see, the results are impressive!
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Let s take a look at the key events of 2003:

million—the highest in X-Rite history. We have
delivered six quarters of year-over-year growth,
and posted a record $38.5 million of revenue in
the fourth quarter of 2003.

laboratory businesses to $12.7 million vs. the
previous year's $6.4 million, before taking a one-
time charge resulting from our decision to exit the
shape business and severances for the prior Chief
Executive Officer and Chief Financial Officer.

delivered a combined total of $7.6 million in
revenue. First, we expanded our computer-to-
plate product lines by acquiring the ccDot meter
product from Centurfax Ltd. We also acquired a
paint-matching product line from Thermo Electron
Corporation. This acquisition facilitated a
five-year, multi-million dollar agreement with
Benjamin Moore & Co. that enables X-Rite to
provide new color matching solutions throughout
Benjamin Moore's dealer network. Finally, we
acquired best-in-class color management software




by purchasing the assets of Monaco Systems, a
software Company based in Massachusetts. Acqui-
sitions in our core color markets are an important
growth driver for the future.

“» In 2003, X-Rite’s stock price increased by 62 percent,
driving the Company’s market capitalization up to
$233 million at the calendar year end. This
performance more than doubled the 2003
performance of major indexes like the S&P 500
and Dow Jones Industrial Average, and represents
the highest rate of year-over-year stock price
growth that X-Rite has achieved since 1991,

» X-Rite is a strong global Company with 45 percent
of total sales generated in markets outside the
United States. We have five senior local Directors
managing 110 direct employees and 65 dealers in
over 80 countries. International sales grew 24.6
percent over 2002 led by exceptional growth in
Europe and Asia. While one-third of Europe’s 27
percent growth resulted from favorable exchange
rates, the rest is due to solid market share gains in
our key segments: Graphic Arts, Retail and Industrial.
Our business in Asia grew by 29 percent due to our
expanded investments in China and Japan. In China
we have an established X-Rite Company located in
Shanghai and additional offices in Beijing, Tianjin,
Guangzhou, and Hong Kong. Our sales have
outpaced the robust GDP growth in China for
three consecutive years due to the strength of our
local organization. In 2003, we also established
X-Rite K.K. in Japan to better serve the large
multi-national accounts headquartered there.
Despite the continued sluggish economy in Japan,
X-Rite enjoyed double-digit growth from OEM
accounts in the Industrial and Graphic Arts markets.

» We introduced 17 new products in 2003. Our
new MonacoOPTIX*® monitor calibration product
serving our digital imaging markets received
Photo Electronic Imaging magazine's “Cool2” Award
in the competitive Color Management Hardware
category. It also received PC World magazine's
“Best Buy” recognition for monitor calibration.

» We were awarded four new patents covering
instrumentation, software and processes. X-Rite
now holds 58 technology patents in the United
States and Europe, and has an additional 32 applica-
tions in process. Investing in our intellectual property
remains a critical part of our business strategy.

v

> Labsphere, our lighting and laboratory subsidiary,
improved its revenue by 6.3 percent over 2002 and
is now profitable. This turnaround was accomplished
by concentrating on markets beyond telecommu-
nications, leveraging the Labsphere brand, and
realigned our cost structure. Our satellite-based
calibration systems scored significant wins with sales
to the space programs of China, Russia and India.
Seven new products were introduced to address
opportunities in homeland security and the
growing LED market,

> ShadeVision® represents the gold standard for
electronic shade-taking for dentists and laboratories.
In 2003, ShadeVision received its second award

_ Our lean manufacturing philosophy provides a

> Quality drives everything we do. Our people and

a
> The X-Rite brand is one of our most }I‘ X' r I te

» Corporate governance continues to be a serious

from the REALITY Publishing Company, a third-
party product evaluation board in the dental
marketplace. We signed a three-year agreement
with Sullivan-Schein Dental, part of the three-
billion dollar Henry Schein Company, to sell and
market our ShadeVision line. By analyzing

dental technology such as inter-oral cameras and
digital radiology, we have revised our adoption
timetable. With over 1,500 systems operating in
dental labs and offices, a commitment to continue
product innovation and a strong distribution
partner, we are on a profitable track for the future.

systematic approach that incorporates clear direc-
tion, sound structure, and highly effective tools
that optimize gross margins. By eliminating waste
and automating redundancy, we make sure that
everything we do adds value to our products.
Knowledge-based compensation systems and flexible
manufacturing cells, ensure that we meet our
customers’ needs with “what they want, when
they want it". X-Rite’s global supply chain manage-
ment strives for collaborative long-term relation-
ships with our supply base. Our suppliers are
vitally aware of the higher lavel of expectations
for quality, delivery, and service that our
customers demand of us.

processes work to exceed customers’ needs and
expectations through variation reduction and
continuous improvement. We are 1SO 9001 certified.
in 2003, these standards were strengthened to
include the ISO 17025, which certifies X-Rite as

an A2LA calibration laboratory—an important
concern for our global industrial customers and
their suppliers.

valuable assets. It reflects our people,

products, capabilities, partners and culture. it
stands for commitment, tradition, reliability and
innovation. It's our seal of approval. In July, we
launched a new brand strategy and redesigned
our logo to consolidate our identity across many
product lines, and deliver a consistent visual identity
that builds upon X-Rite’s brand recognition.

In May, we celebrated the prestigious President’s
“E” Award for excellence in exporting given by
the office of the President of the United States to
companies that have grown their export business
over a consecutive four-year period while display-
ing innovation and creativity in product and
marketing initiatives.

priority. We have added an experienced inde-
pendent director to our Board last year and are
committed to increasing the number of inde-
pendent directors over time. In keeping with our
ongoing effort to enhance the Company's gover-
nance, the Board of Directors adopted or revised
each of its committee charters in 2003, and
formalized the process and criteria for selecting
new Board members.



We are proud of our 2003 results. It represents an
important beginning. We have laid the foundation
for X-Rite's future. Now I'd like to share with you
our view of that future.

Focusing the Company on Color

In the late 1990s, X-Rite was complicated, with 10
businesses serving 25 different markets. Today, we
are focused upon three primary markets: Graphic

Arts, Retail and Industrial.

Twenty years ago, X-Rite changed the world of
color with portable instrumentation. In 2004,
X-Rite will innovate again with the introduction of
Streamlined Color Management™, a series of prod-
ucts for the graphic arts industry. These products
will take center stage at the international DRUPA
Graphic Arts tradeshow in Germany this May. Held
once every four years, this show houses over 1,800
exhibitors that attract more than 500,000 attendees
during two weeks.

Our strategy to "go back to the business of color”
was driven by the decision to move from being an
“instruments only” supplier to a provider of vali-
dated, customer-driven product solutions that incor-
porate hardware, software and services. As a result,
our worldwide served color market potential has
increased from $300 million to $800 million. We
anticipate that our highest growth businesses will
be in Retail and Digital Imaging.

During the last three years, our call to action was
taken from a Latin proverb, “If there is no wind,
row.” The wind represents world economic condi-
tions—the “uncontrollables”, while the rowing
represents the execution of sales, marketing and
product tactics—the things we do “control.”

In 2004, there is a “soft breeze” in world economies
with U.S. economic forecasts anticipating growth

in capital spending and global production data indi-
cating a recovery in Europe and strength in Asia.
We believe businesses will invest in capital assets,
and that is positive news for X-Rite.
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1. Actively engage our top global customer
partnerships

2. Aggressively undertake product initiatives based
on validated customer needs

3. Demand accountability from our people and
drive a customer-responsive culture

4. Reduce our cost-to-serve around the world
through technology and productivity improvements
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Knowing the Customer

Today, our product solutions are driven by the
customers and markets we serve, not by our techno-
logical capabilities alone. We have reengaged our
customers and are beginning to better understand
their businesses, expectations and needs. Their
names are familiar—global organizations like

Dow Jones, Ford, Kodak, Komori, RR Donnelley,
Volkswagen and Xerox; valued partners like
Sullivan-Schein, Benjamin Moore, Mamiya America,
PPG and Fujifilm; and retail giants like Ace Hardware,
Lowe’s, The Home Depot, Walgreens and Wal-Mart.
Our customers represent “their customers” in an
increasingly competitive world—people wanting to
improve their home, receive a car with spotless
paint, enjoy photo images with lasting quality, or
improve the quality of their smile.

Building strong customer partnerships is a vital part
of X-Rite’s strategy. We continue to make the
customer our primary focus, aligning our best prac-
tices in product development, manufacturing, sales
and marketing with their global needs.

Driving Prodiuct Innovation

X-Rite's DNA is product innovation. We will continue
to invest between 12 and 13 percent of revenue
annually in research and development. Our efforts
in graphic arts illustrate the type of customer-driven
products that we will bring to market. In 2004, we
will launch Streamlined Color Management, well-
defined solutions designed to respond to workflow
challenges that our graphic arts customers face as




“Color and X-Rite.

it's a natural”

they create, prepare and execute their products.
We have also made strategic investments in an
Advanced Color Technology Group in order to
provide “best-in-class” technology that is based
upon our customers’ needs for lower cost, higher
volume color platforms. Over the coming years, we
plan to increase the percentage of revenue gener-
ated from products introduced in the past five years
to 50 percent from 25 percent in 2001. This is an
important benchmark for technology companies
committed to sustainable growth.

Redycing Cost-to-Serve

To more effectively serve our transactional
customers, we are developing smarter ways of
doing business. in 2003, we delivered $6.2 million in
revenue through our online store and telemarketing
initiatives - a substantial improvement over $2.0
million generated in 2002. Over 71,000 customers
visited our online store in 2003. We are on track to
double customer visits and increase revenue thanks
to our skilled people, increased market segmenta-
tion and improved e-commerce technologies.

Seveloping Our People and Culture

My job is to build a high-performance organization
that will attract and inspire talented people—
people who possess the world-class skills required to
manage a business in the 21st century.

We clearly understand the impact of culture change
on performance. In 2003, our employees around the
world completed their second Denison Organiza-
tional Culture Survey, a culture measurement tool.
The results place X-Rite in the top 10 percent of the
hundreds of organizations Denison Consulting has
surveyed over the years, representing a 50 percent
improvement over our 2002 results.

We are also creating a succession plan for all key
Company leaders so that the future of X-Rite will
represent the legacy of excellence that we are
establishing today.
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Dellvering Long-Term
Shareholder Value
Color and X-Rite. it's a
natural. Over the next
five years, our technology
investments will change
how retailers and consumers think about color.
X-Rite is making up ground and taking share from
competition. We are in the fifth mile of a marathon.
Qur sustainable competitive advantages of product
innovation, quality and service require discipline
and superb execution. Our central themes of the
customer and accountability will get us to the finish
line. In 2004, we will grow by providing current,
new and past customers differentiated product
solutions.

The Leadership Team is energized by the challenge.
We are convinced that the “next big thing” at
X-Rite is color and the markets and product solu-
tions that our customers lead us to. We thank all
X-Rite stakeholders for the opportunity—the Board
of Directors, shareholders, employees, customers
and suppliers.

As we continue to achieve solid financial results,

we trust that X-Rite’s valuation will reflect investors’
confidence and optimism. Ours is truly a Company
with great potential. Our mission is to convert that
potential into reality, and build a stronger, enduring
Company. The Leadership Team accepts this chal-
lenge. We are beginning to deliver.

Sincerely,

7’“’&“"‘"

Michael C. Ferrara
Chief Executive Officer




> Selected Financial Data, 2003 - 1993

(in thousands, except share and per share items) 2003 2002 2001 2000 199
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Net sales $117,144 $ 98,468 $ 91,658 $103,449 $100,20

Cost of sales 42410 36,899 34,587 36,943 34,21
Gross profit 74,734 61,569 57,071 66,506 65,99
Operating expenses 66,005 55,138 54,972 48,433 45,73
Operating income 8,729 6,431 2,099 18,073 20,25
Other income (expense) (788) 33 939 1,090 82
Write-down of other investments (3,662) (7,237) (1,125) —

Income (loss) before income taxes 4279 773) 1,933 19,163 21,08
Income taxes (1,202) 1,021 — 6,755 7,43
Change in accounting principle — (7,615) — —

Net income (loss) $ 5,481 $ (9,409) $ 1933 $ 12,408 $ 13,64
Return on sales 4.7% (9.6%) 2.1% 11.9% 13.69
Return on average assets 4.9% (8.5%) 1.6% 10.6% 13.49
Earnings (loss) — basic $ 27 $ (47 $ .09 $ .59 $ 6
Earnings (loss) — diluted 27 (47 .09 .58 6
Cash dividends .10 10 10 .10 !
Book value® 493 452 525 5.30 4.7
Qutstanding shares 20,563 20,224 21,301 21,337 21,24
Total assets $119,683 $102,884 $118,952 $125,683 $107,814
Working capital 37,899 42,598 52,131 61,712 60,89
Shareholders’ investment® 101,469 01,348 111,729 113,138 100,82
Capital additions {net) 3,358 2,230 4,972 4,140 4 .34]
Depreciation and amortization 6,017 5,575 6,168 5,717 5,86

(1) In 2003, the Company adopted Statement of Financial Accounting Standards No. 150 (SFAS 150) with
respect to the treatment of the Founders’ stock repurchase obligations. For the purposes of consistency,
the Book Value and Shareholders’ Investment amounts above include $34,857 of long-term liabilities in
the calculations. Excluding these amounts, Book Value per share is $3.24 and Shareholders’ Investment
is $66,612 in 2003.




10998 1997 1996 1995 1994 1993
$94 811 $ 96,091 $ 84,394 $72.634 $59 475 $39,189
32,579 32,933 29973 25,096 18,000 12,220
62.232 64 058 54421 47538 41,475 26,969
51,965 37,013 31.635 32,969 23677 17,158
10,267 27.045 22,786 14,569 17,798 9,811
425 267 447 111 590 626
10692 27312 23233 14,680 18,388 10,437
3,830 9,290 7.852 4.809 5,742 2,910
$6862 $18,022 $15,381 $9.871 $12,646 $7.527
7.2% 18.6% 18.2% 13.6% 21.3% 19.2%
7.3% 21.0% 21.6% 16.7% 26.2% 19.4%

$ .33 $ 85 $ .73 $ 47 $ .60 $ 36
32 85 73 47 60 36

10 10 10 10 08 08
426 4.07 3.46 2.82 2.44 1.90
21178 21149 21 065 21.019 20,993 20,938
$95 444 $ 92,468 $ 78,951 $63,507 $54,558 $41 855
53414 46,523 42070 28257 36,573 30,751
90,119 86,080 72.962 50,270 51,132 39818
4176 4288 3122 3413 4173 1,536
5,836 5,488 4265 3.430 1473 1213



Management’s Report on Financial Statements |
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Michael C. Ferrara Mary E. Chowning
President Vice President
Chief Executive Officer Chief Financial Officer
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PART |
ITEM 1. BUSINESS

(a) General

X-Rite, Incorporated (“X-Rite” or the “Company”) is a color systems company that develops, manufactures, markets and
supports a wide range of hardware, software and services that measures, communicates and simulates color. The
Company’s principal products are proprietary, end-to-end solutions that utilize advanced optical and electronic sensing
instruments and complimentary software. The markets served include: Graphic Arts, Retail and Industrial. For a more
detailed discussion of X-Rite products and markets, please refer to ltem 1. Business, (¢) Narrative Description of
Business.

X-Rite was organized in 1258 as a Michigan corporation and made its initial public offering of common stock in April of
1986. The Company has grown through internal expansion and acquisitions. During 2003, X-Rite invested heavily in its
core color business and exited the shape mapping business.

&  Product Innovation :
In 2003, the Company introduced 17 new products and devoted substantial resources to research, development and
engineering. The Company currently spends over 12 percent of its revenues annually on engineering, research and
development.

¢ International Operation
With -offices in eight countries, service centers across Europe, Asia and the Americas, X-Rite is well positioned to
conduct business with customers around the world. In 2003, international sales represented 45 percent of total
revenue. The Company began to accelerate its global presence in 1993 with the establishment of two foreign sales
and service subsidiaries; X-Rite GmbH, Cologne, Germany and X-Rite Asia-Pacific Limited, Hong Kong. In 1894 the
Company established a U.K. subsidiary, X-Rite, Ltd., which acquired the outstanding stock of an X-Rite dealer
located near Manchester, England. In 1998, the Company established a French subsidiary, X-Rite Méditerranée
SARL, which acquired a branch of an X-Rite dealer located near Paris. In 2002, the Company opened X-Rite,
(Shanghai) Internationa! Trading Co. Ltd., a sales and service center incorporated in The Peoples Republic of China.
The Company coordinates activity with previously opened representative offices in Beijing, Tianjin and Quanghou to
serve the Chinese markets.

¢ Recent Acquisitions
X-Rite completed three acquisitions in 2003, (see Note 10 to the Consolidated Financial Statements).

Monaco Systems, Inc.- a company that develops and distributes color management software in the graphic arts and
photo markets. Monaco’s products provide the Company with color management software solutions, broadening its
ability to serve new and existing customers.

ccDot meter product line of Centurfax Ltd.- expanding its computer-to-plate product lines for the pre-press and
printing industries to include the printing of flexible plastics and corrugated products.

ColoRx ® product line and related assets of Thermo Electron Corporation- a former supplier of color measurement
equipment to a large paint manufacturer and distributor, enabling X-Rite to enter into a five-year agreement with
Benjamin Moore & Co. to be the preferred provider of color management solutions to its authorized dealers.

(b) Financial Information about Operating Segments

The Company operates in one segment: quality control instruments and accessories. Accordingly, no separate operating
segment information is presented.

(c) Narrative Description of Business

X-Rite's primary market focus is in the color management and measurement area. The Company provides end to end
solutions that combine hardware, software and services to customers in three major markets.




MAJOR MARKETS

Graphic Arts
The Company’s Graphic Arts business represented 44.7 percent of its total net sales in 2003, and consists of two major

markets: Digital Imaging and Printing.

X-Rite’s serves Digital Imaging markets which consist of on-demand publishing, digital proofing, photo processing and a
myriad of calibration tools for image setters, raster image processors and digital printers. The Company’s product
solutions work to create value at key stages of the graphic arts process by reducing waste and increasing productivity.
Additionally, the Company serves the medical x-ray market's imaging needs and provides instrumentation designed for
use in controlling variables in the processing of x-ray film.

The Printing markets that the Company serves consist of commercial printing, packaging and publishing. X-Rite’s color-
calibrated instruments, digital palettes and output measurement devices support color communication for the entire
printing and preprinting process eliminating costly mistakes. The Company's handheld products are straightforward, self-
contained solutions that keep color on-target in the pre-press process, ink lab and the pressroom. X-Rite’s automated
scanning systems support the need for faster and more frequent color data cotlection.

Retail

The Company’s Retail business is conducted under the name of MatchRite, which represented 15 percent of its total net
sales in 2003. X-Rite is considered a leading supplier of retail paint matching systems for home centers, mass
merchants, hardware stores and paint retailers in North America, and it has established a strong presence in Europe and
other regions of the world. X-Rite's Retail customers rely on its strength in color measurement instrumentation, database
creation and management, custom software development, and large scale account servicing. These solution-based
praducts reduce paint inventory for the retailer and provide a user-friendly environment promoting sophisticated shade
matching capabilities for the consumer. We are leveraging our retail-based expertise to broaden this market and develop
other shade matching applications for our retail customer base.

Industrial

The Company'’s Industrial business (historically referred to as color & appearance) represented 23 percent of its total net
sales in 2003. X-Rite designs, develops and manufactures reliable and accurate precision instrumentation for global
manufacturers fulfilling a need to measure color for formulation, quality and process control for paint, plastics and textiles.
The need for accurate color reproduction offers businesses a competitive advantage, and is an important factor when
products are assembled from parts made around the world. The Company’s instrumentation is versatile in form and
function. X-Rite industrial product solutions are designed to reduce waste, increase production uptime, improve process
management and enable global color communication.

Other

Light measurement - The Company serves various markets with its integrating spheres and system praducts for
numerous applications including the testing of incandescent and fluorescent lamp output, testing light emitting diodes and
fiber optics, calibration of remote sensors and reflectance and transmittance light measurements. Additionally, X-Rite is a
supplier of proprietary reflectance materials and coating services used in such products as photographic processing
equipment, check scanning systems, x-ray film analysis, backlight illuminators and surface profiling equipment.

Dental - Restorative tooth shade matching instruments and software packages are designed by the Company for use in
cosmetic dental practices. The X-Rite ShadeVision® System is a significant technological advance that improves patient
care by replacing the subjective selection of tooth color with an accurate measurement.

PRODUCTS

X-Rite's color measurement solutions are comprised of hardware, software and services. Here is a brief overview of the
primary components that make up our product lines.

Instrumentation

e Colorimeters measure light much like the human eye using red, green and blue receptors and are utilized to
measure printed colors on packages, labels, textiles and other materials where a product's appearance is critical for
buyer acceptance. :




* Spectrophotometers are related to colorimeters; however, they measure light at many points over the entire visible
spectrum. Spectrophotometers are used in color formutation for materials such as plastics, paints, inks, ceramics
and metals. The Company’s multi-angle spectrophotometer, which is used to measure the color of metallic finishes is
useful for controlling the color consistency of automotive paints and other metallic and pearlescent coatings. In
addition, the Company produces a spherical spectrophotometer, which measures the color of textured surfaces and
is used in the textile, paint and plastics industries.

¢ Densitometers of various forms are utilized in the Company’s color markets. Densitometers are instruments that
measure optical or photographic density, compare such measurement fo a reference standard, and signal the resuit
to the operator of the instrument. Some models are designed for use in controlling variables in the processing of
x-ray film in medical and non-destructive testing applications. Other models are designed to be used to control
process variables in the production of photo-transparencies, such as photographic film and microfilm, or measure the
amount of light that is reflected from a surface, such as ink on paper.

e Spectrodensitometers combine the function of a densitometer with the functions of a colorimeter and a
spectrophotometer to provide measurements for monitoring color reproduction used for controlling the color of printed
inks in graphic arts applications.

e Sensitometers are used to expose various types of photographic film in a very precise manner for comparison to a
reference standard. The exposed film is processed and then "read" with a densitometer to determine the extent of
variation from the standard.

Software

The Company provides software packages that interact with its color measurement instruments and other process
equipment. These software packages allow the user to collect color measurement data, compare that data to established
standards, and communicate color results and formulate colors from a database.

OTHER INFORMATION

Manufacturing, Sourcing and Service

We manufacture the majority of our products at the manufacturing facility in Grandvilie, Michigan. We generaily have
multiple sources for raw materials, supplies and components, and are generally able to acquire materials on a volume
discount basis. We provide product repairs and service at ten locations throughout the world.

Competition

The color management and measurement business is intensely competitive and subject to technological change, evolving
customer requirements, and changing business models. We face significant competition in all areas of our current business
activities. The rapid pace of technological change continually creates new opportunities for existing competitors and start-ups
and can quickly render existing technologies less valuable. Customer requirements and preferences continually change as
other information technologies emerge or become less expensive, and as emerging concerns such as security and privacy
become of paramount concern. We face direct competition with approximately ten firms producing competing products in the
graphic arts category, and approximately five manufacturers of competing products in the industrial markets some of whom
have significant resources and sales. The primary basis of competition for all the Company's products is technology, design
and service, Qur competitive position may be adversely affected in the future by one or more of the factors described in this
section.

Employees

As of March 1, 2004, the Company employed 636 people on a full time basis, of which 510 are in the United States. We
believe we have been successful in attracting and retaining highly qualified employees, but we cannot guarantee that we
will continue to be successful in the future. We believe we have good relationships with our employees.

Patents

The Company owns 58 patents. In addition, the Company currently has 32 patent applications on file. While the
Company follows a policy of obtaining patent protection for its products where appropriate, it does not believe that the
loss of any existing patent, or failure to obtain any new patents, would have a material adverse impact on its current
operations. We expect to protect our products and technology by asserting our intellectual property rights where
appropriate and prudent.



Distribution Networks

Sales of the Company's products are made by its own sales personnel and through independent manufacturer's
representatives. Certain products not sold directly to end-users are distributed through a network of independent dealers
in seventy countries. Independent dealers are managed and serviced by the Company's sales staff and by independent
sales representatives.

Seasonality
The Company's business is generally not subject to seasonal variations that significantly impact sales, production or net

income.

Working Capital Practices
The Company does not believe that it, or the industry in general, has any special practices or special conditions affecting

working capital items that are significant for an understanding of the Company’s business.

Significant Customers
No single customer accounted for more than 10% of total net sales in 2003, 2002, or 2001. The Company does not

believe that the loss of any single customer would have a material adverse effect on the Company.

Backlog
The Company's backiog of scheduied but unshipped orders was $5.3 million at February 29, 2004 and $4.2 million at

February 28, 2003. The February 29, 2004, backlog is expected to be filled during the current fiscal year.

Research, Development and Engineering
During 2003, 2002, and 2001, respectively, the Company expensed $14.6, $12.4 and $15.5 million on research,
development and engineering. X-Rite has no customer sponsored research and development activities.

(d) Financial Information about Foreign and Domestic Operations

See Note 1 to the consolidated financial statements contained in'Part I, Item 8 of this report.




ITEM 2. PROPERTIES

The Company and its subéidiarfes own or lease properties thro"ughoutv the world. ‘Listed below are the principal properties
owned or leased as of March 1, 2004: ‘

Location Principal Uses Owned/Leased
Grandville, Ml Manufacturing, R,D&E, sales, customer service, Owned
warehouse and administration.
Grandville, M Sales and training. Leased
North Sutton, NH Manufacturing, R,D&E, sales, customer service, Owned
warehouse and administration. ‘
Poynton, England Sales, customer service and administration. Leased
Cologne, Germany Sales, customer service and administration Leased
Berlin, Germany Manufacturing, R,D&E, sales, customer service, Leased
warehouse and administration.
The Hague, Sales and administration.” Leased
Netherlands : L L ’
Quarry Bay, Hong Kong | Sales, customer service and administration. Leased
Brno, Czech Republic Sales and customer service. Leased
Massy, France Sales, customer service and administration. Leased
Tokyo, Japan | Sales, customer service and administration. Leased
Beijing , China Sales and customer service. Leased
Tianjin, China Sales and customer service. Leased
Shanghai, China Sales; customer service and adminisiration. Leased
Origgio, ltaly Sales and customer service. Leased
Andover, MA R&D, sales, customer service and administration. Leased

Collectively, X-Rite and its subsidiaries own approximately 288,000 square feet of space and lease approximately 66,000
square feet. Management considers alf the Company's properties and equipment to be suitable and adequate for the
Company's current and reasonably anticipated development, production, distribution and selling requirements.

ITEM 3. LEGAL PROCEEDINGS

On February 19, 2002, Ivoclar Vivadent, Inc. and Shade Analyzing Technologies, Inc. commenced litigation against the
Company in U.S. District Court for the Western District of New York, alleging infringement of certain U.S. Patents by the
Company's ShadeVision™ system. In August 2003, the Company entered into a confidential settlement agreement with
the plaintiffs under which the Company was given a worldwide license to use the patented technology. The resolution of
this matter did not have a material adverse effect on the Company's consolidated financial statements.

The Company is periodically involved in other legal proceedings, legal actions and claims arising in the normal course of
business, including proceedings related to product, labor and other matters. Such matters are subject to many
uncertainties, and outcomes are not predictable. The Company records amounts for losses that are deemed probable
and subject to reasonable estimate. The Company does not believe that the ultimate resolution of any of these matters
will have a material adverse effect on its financial statements.



ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted to a vote of security holders during the fourth quarter of the year ended January 3, 2004.
EXECUTIVE OFFICERS OF THE REGISTRANT

The following table lists the names, ages and positions of all of the Company's executive officers. Except as discussed,
each of the named officers has served the Company in an executive capacity for more than five years.

Position
Name Age Position Held Since
Michael C. Ferrara 61 President, Chief Executive Officer 2001 M
Bernard J. Berg 60 Senior Vice President, Engineering 1983
Mary E. Chowning 42 Vice President, Chief Financial Officer 2003 @
Jeffrey L. Smolinski 42 Vice President, Operations 1994
Joan Mariani Andrew 45 Vice President, International 1995
James M. Weaver 39 Vice President, Marketing & Product 2001 )
Development

() Prior to joining X-Rite, Mr. Ferrara served as the Chief Executive Officer of Marine Optical Group, a worldwide design
and marketing company in the eyewear business, and he held that position for more than five years.

@ Prior to joining X-Rite, Ms. Chowning was a Managing Member and Chief Financial Officer for Wind River
Management LLC, and served in that position for four years.

(3 Prior to joining X-Rite, Mr. Weaver served as the Director of Marketing for Details, a division of Steelcase, a
manufacturer of office furniture located in Grand Rapids, Michigan, and he served in that position for four years.




PART It

ITEM 5. MARKET FOR REGISTRANT'S COMMON STOCK AND RELATED
SECURITY HOLDER MATTERS

The Company's common stock is quoted in the NASDAQ - National Market System under the symbol XRIT. As of March
1, 2004, there were approximately 1,300 shareholders of record. Ranges of high and low sales prices reported by The
NASDAQ National Market System for the past two fiscal years appear in the following table.

Dividends
High Low Per Share
Year Ended January 3, 2004:
First Quarter $9.52 $6.60 $.025
Second Quarter 11.56 8.25 .025
Third Quarter 12.48 9.73 025
Fourth Quarter 11.80 10.19 .025
Year Ended December 28, 2002:
First Quarter $9.75 $7.75 $.025
Second Quarter 9.27 5.01 .025
Third Quarter 8.99 6.87 .025
Fourth Quarter 8.40 6.85 .025

The Board of Directors intends to continue paying dividends at the current quarterly rate of 2.5 cents per share. The
Board of Directors re-evaluates the Company’s dividend policy periodically. Any determination relating to the Company’s
dividend policy will be at the discretion of the Board of Directors and will be dependent upon a number of factors including
the Company’s financial condition, results of operations, capital requirements, terms of the Company’s financing
arrangements and such other factors as the Board of Directors deems relevant.

ITEM 6. SELECTED FINANCIAL DATA
Selected financial data for the five years ended January 3, 2004 is summarized as follows:

(00Q’s except per share data)

2003 2002 2001 2000 1999

Net sales $ 117,144 $ 98,468 $91,658 $103,449 $100,209
Operating income 8,729 6,431 2,099 18,073 20,253
Net income (loss) 5,481 (9,409) 1,933 12,408 13,649
Earnings (loss) per
share:

Basic 27 (.47) .09 .59 .65

Diluted 27 (.47) .09 .58 .62
Dividends per share .10 10 10 10 10
Tota! assets $119,683 $102,884 $118,952 $125,683 $107,819
Long-term debt - - - - -




ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

FORWARD-LOOKING STATEMENTS:

This discussion and analysis of financial condition and results of operations, as well as other sectioris of the Company’s
Form 10-K, contain forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act, as'amended, that are based on management'’s beliefs,
assumptions, current expectations, estimates and projections about the industries it serves, the economy, and about the
Company itself. Words such as "anticipates,” "believes," "estimates," "expects,” “likely," "plans,” "projects," "should,"
variations of such words and similar expressions are intended to identify such forward looking statements. These
statements are not guarantees of future performance and irivolve certain risks, uncertainties, and assumptions that are
difficult to predict with regard to timing, extent, likelihood and degree of occurrence. Therefore, actual results and
outcomes may materially differ from what may be expressed or forecasted in such forward-looking statements.
Furthermore, X-Rite, Incorporated undertakes no obligation to update, amend or clarify forward looking statements,
whether as a result of new information, future events or otherwise. Forward statements include, but are not limited to
statements concerning liquidity, capital resources needs, tax rates dividends and potential new markets.

The following management’s discussion and analysis describes the principal factors affecting the results of operations,
liquidity, and capital resources, as well as the critical accounting policies, of X-Rite, Incorporated (also referred to as “X-
Rite” and “the Company”). This discussion should be read in conjunction with the accompanying audited financial
statements, which include additional information about the.Company’s significant accounting policies and practlces and
the transactions that underlie its financial results. :

Company Business

X-Rite is a color systems company that develops, manufactures, markets and supports a wide range of hardware,
software and services that measures, communicates and simulates color. The Company’s principal products are
proprietary, end-to-end solutions that utilize advanced optical and electronic sensing instruments and complimentary
software. The markets served include: Graphic Arts, Retail and Industrial. .

X-Rite generates revenue by selling products and services through a direct sales force as well as select distributors. The
Company has sales and service facilities located in the United States, as well as key locations in Europe and Asia.

The Company’s cost of sales consists primarily of the costs associated with manufacturing its.products. Those costs
consist of materials, labor and manufacturing overhead. The Company’s primary manufacturing activities are conducted
at facilities in Michigan and New Hampshire, in addition to a smaller facility located in Germany. Software development is
conducted at these facilities, as well as one in Massachusetts. X-Rite’s gross profit historically has fluctuated within a
relatively narrow range. Principal drivers of gross profit include production volumes, product mix, labor, facilities and
materials costs.

Operating expenses are composed of three categories; selling and marketing, general and administrative expenses and
research, development and engineering. Selling and marketing expenses are composed of wages, commissions, facility
costs, travel, advertising, media and product promotion costs. General and administrative expenses include
compensation and facilities costs for the information systems, executive, human resources and finance departments, as
well as software, legal and consulting costs. Research, development and engineering expenses are composed of wages,
facilities, software and consulting costs. These costs are incurred for both new product development, and the support
and refinement of the existing product lines.

There are many factors that affect operating results; critical factors include the following:

The Company must be able to provide products and services that are both technologically advanced and competitively
priced. To do so, requires a dedicated research and development effort that is customer focused and timely in its new
product delivery.

The Company's manufacturing processes are vertically integrated. Therefore, it is important to efficiently manage the
cost structure for capital expenditures, materials and overhead, as well as operating expenses such as wages and
benefits.

X-Rite's products are sold in many markets and geographic regions, which requires a coordinated sales and marketing
effort that can deliver cost-effective measurement solutions to a variety of customers both large and small.
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Overview of 2003
In 2003, the Company made significant progress in achieving sales and operating income improvement and growth.
Highlights include: ‘

+ We achieved a record revenue level of $117.1 million, a 19.0 percent increase from 2002 levels, for the year.

» Operating income increased by $2.3 million to $8.7 million for 2003. This represents a 35.7 percent increase in
operating income from 2002,

* We recorded two significant items, CEO and CFO severances and the impairment of Coherix that negatively
impacted operating income by $4.0 million. Operating income excluding these items is $12.7 million or an
increase of 98.4 percent over 2002 (see reconciliation of operating income excluding specific items in the table
below).

We have taken a number of steps during the year to realign our business and build a strong foundation for the future.
Specifically:

e We developed and began the implementation of a long term strategic plan that refocuses the Company in the
core color business.

* We successfully completed 3 acquisitions in our core color businesses that contributed $7.6 million in revenue to
2003. These acquisitions resulted in the addition of one product for our Graphic Arts business, a large customer
in our Retail business and significant software capabilities for our Graphic Arts business.

e We continue to invest heavily in engineering, research and development to drive the innovation that our
customers expect. We expect our spending in this area to remain in the 12 to 13 percent range.

¢ During 2003, we decided to fund a new advanced development group beginning in 2004. This group that will
focus on developing platforms for future products and will be a core source of innovation.

* We made significant changes in our management team including the replacement of the CEO and CFO, resulting
in a severance expense of $1.4 million in 2003, and have realigned our senior management team.

¢ We invested in technology that will help drive down costs to serve our customers.

+ We recorded an impairment charge on the goodwill and other assets of our shape mapping business and are
currently exploring alternatives for this business, which could include a sale.

e We recorded an impairment charge on our remaining investments in XR Ventures and do not intend to invest in
any new portfolio companies.

* We entered into a distribution agreement with a major dental products distributor, Sullivan Schein, for our
ShadeVision product. Sullivan will handle all sales and marketing for ShadeVision in North America.

As we look forward, we remain optimistic about the future of our core color business, the markets we serve and our

strategies. We are focused on developing innovative products that meet our customer needs and executing our business
strategies.
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Results of Operations
The following table sets forth information derived from the Company's consolidated statements of operations and includes
amounts expressed as a percentage of net sales.

2003 2002 2001 ]
Net sales $117,144 100.0% | $98,468 100.0% | $91,658 100.0%
Cost of sales 42,410 36.2 36,899 37.5 34,587 37.7
Gross profit 74,734 63.8 61,569 62.5 57,071 62.3
Operating expenses:
Selling and marketing 31,519 26.9 27,769 28.2 23,231 25.4
General and administrative 17,239 14.7 14,993 15.2 15,380 16.8
Research, development &
engineering 14,605 12.5 12,376 12.6 15,499 16.9
Goodwill and other long lived asset
impairments 2,642 2.3 - - - -
Restructuring charges - - - - 862 _09
Total operating expenses 66,005 56.4 55,138 56.0 54.972 60.0
Operating income 8,729 7.4 6,431 6.5 2,099 2.3
Other income (788) (0.7) 33 - 959 1.0
Write down of other
investments (3,662) (3.1) (7,237) (7.4) (1.125) {1.2)
Income (loss) before income taxes
and cumulative effect of change
in accounting principle 4,279 3.6 (773) (0.9) 1,933 2.1
Income taxes (1,202) (1.0) 1,021 1.0 - -
Cumulative effect of change ‘
in accounting principle - - (7.615) 7.7 - -
Net income (loss) $ 5.481 _46% | $(9.409) 9.6)% | § 1,933 _21%

The following tables contain various non-GAAP (Generally Accepted Accounting Principles) financial measures. A “non-
GAAP financial measure” is defined as a numerical measure of a company’s financial performance that excludes or
includes amounts so as to be different than the most directly comparable measure calculated and presented in
accordance with GAAP in the Consolidated Statements of Operations, Balance Sheets or Statements of Cash Flows of
the Company. Pursuant to the requirements of Regulation G, each non-GAAP measure (those measures excluding
specific items) is immediately preceded with the most directly comparable GAAP measure, and the difference in all cases
is the exclusion of items the Company considers “non-recurring” due to their nature, size or infrequency. Those items
included as specific items are discussed in several sections of this discussion and analysis. Each non-GAAP financial
measure is presented because we monitor our business using this information, and we believe that it gives a more
meaningful comparison of the results of our core business operations.

Operating income excluding specific items (in thousands)

2003 2002
Operating income (GAAP) $8,729 $6,431
Specific items for exclusion:
Goodwill and other fong lived asset impairments 2,642 -
Executive severances 1,362 -
Operating income excluding specific items $12.733  $6.431
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Income (loss) before income taxes excluding specific items (in thousands)

2003 2002

Income (loss) before income taxes (GAAP) $4,279 $(773)
Specific items for exclusion:

Goodwill and other long lived asset impairments 2,642 -

Executive severances 1,362 -

XR Ventures impairment 3,362 7,237

Adoption of FASB No. 150 828 -
Income before income taxes $12.473  $6.464

Net Sales

The Company achieved sales of $117.1 million for 2003, which is a new Company record. This is an increase of $18.6
million or 18.9 percent over 2002 sales of $98.5 million. Sales in 2001 were $91.7 million. The fourth quarter of 2003 with
sales of $38.5 million dollars was also a record high and marked the sixth consecutive quarter of increased sales. Sales
in 2003 benefited from the successful integration of the cc Dot (now known as X-Rite Dot) and Benjamin Moore product
line acquisitions, as well as the Monaco Systems acquisition. These new products along with favorable foreign exchange
rates and sustained internal growth were the primary drivers of sales growth in 2003. The following table highlights the
contributions of each of these factors to 2003 sales and compares them to the prior two years:

Elements of Sales Growth (in millions)

2003 2002 2001
Prior Years Sales $ 985 $91.7 $103.4
Increase (Decrease) Due to:
Acquisitions 7.6 - -
Foreign Exchange 3.8 0.8 0.7
Internal Growth (Decline) 7.2 _86.0 (12.4)
Current Year Sales $1174 $98.5 $91.7

X-Rite's provides color measurement solutions to many industries which we measure in five separate product lines,
Graphic Arts, Industrial, Retall, Light and Other. The following table denotes sales by product line for the past three years

Sales by Product Line (in millions)

2003 2002 2001

Graphic Arts $ 524 $41.7 $41.1
Industrial 27.2 23.0 19.6
Retail 17.9 14.7 11.2
Light 12.4 11.9 14.8
Other 7.2 72 5.0
Total Sales $117.1 $98.5 $91.7

Graphic Arts

The Graphics Arts product line provides product solutions to the printing and digital imaging industries. In 2003 Graphic
Arts recorded combined sales of $52.4 million compared to $41.7 million in 2002, an increase of $10.7 million or 25.7
percent. The primary reasons behind this growth were revenues attributable to acquisitions and internal sales growth.
Sales for the Graphic Arts lines in 2001 were $41.1 million. Printing line sales were $25.7 and $21.3 million in 2003
and 2002, respectively, for a year over year increase of $4.4 million or 20.7 percent. Printing sales in 2001 were $20.2
million. Digital imaging sales in 2003 were $26.7 million compared to $20.4 million in 2002, an increase of $6.3 million,
or 30.9 percent. For 2001 the digital imaging group recorded sales of $20.9 million.

The cc Dot and Monaco Systems acquisitions accounted for $2.0 and $3.3 million of sales for the printing and digital
imaging groups respectively, in 2003.

Industrial

The Industrial products group (formerly known as Color and Appearance) provides color measurement solutions for paint,
plastics and textile applications in a variety of industrial settings. In 2003, Industrial recorded sales of $27.2 million
compared to $23.0 million in 2002, an increase of $4.2 million or 18.3 percent. Sales in 2001 were $19.6 million.
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Retaif

The Retail products group markets paint matching systems under the MatchRite label to home improvement centers,
mass merchants and paint retailers. In 2003 Retail sales were $17.9 million compared to $14.7 million in 2002, an
increase of $3.2 million or 21.8 percent. Sales in 2001 were $11.2 million.

in March 2003, the Company entered into an agreement to be the preferred provided of paint matching systems to the
Benjamin Moore Company. This agreement was entered into in connection with ColoRx product line acquisition from
Thermo Electron Corporation, the previous supplier to Benjamin Moore. Sales under this agreement were $2.3 million in
2003.

Light

X-Rite serves the light measurement market through its Labsphere and Optronik subsidiaries. Labsphere provides
integrating spheres and systems as well as reflectance materials used for an array of measurement and processing
applications. Sales in 2003 were $12.4 million compared to $11.9 million in 2002, an increase of $0.5 or 4.2 percent.
Sales in 2001 were $14.8 million. Demand for Labsphere products has remained soft due to continued global economic
conditions in the telecommunications industry.

Other

X-Rite provides color matching technology to the cosmetic dental industry through its ShadeVision systems. Effective in
2004, Sullivan-Schein, Inc. will assume all sales and marketing responsibilities for the ShadeVision product line with X-
Rite continuing its manufacturing role. Initially, it is anticipated that this agreement will lead to a nominal increase in
sales, lower margins and lower sales and administrative expenses. Sullivan-Schein is a world leading provider of
products and services to the dental industry.

In 2003, sales for the ShadeVision line were $7.2 million compared to $6.9 million in 2002, an increase of $0.3 million or
4.3 percent. Sales for 2001 were $2.2 million.

The Coherix sales have been nominal for the past three years. Effective December 2003, the Company elected to exit
the shape measurement business and is presently exploring options with regard to the future usage of the technology.

Sales by Region Served

In 2003, the Company continued to expand its international sales presence with significant gains noted in the geographic
regions served outside of North America. Sales to the European and Asian markets grew 27.0 and 28.8 percent
respectively. Sales in Europe, which are denominated in primarily the Euroc and Pound Sterling benefited in 2003 from
the weak dollar. The Asian market grew primarily due to increased market penetration. Latin America, which is the
Company’s smallest market, grew by 21.7 percent.

The following table highlights the Company’s growth by region over the past three years.

Sales by Geographic Region (in millions)

2003 2002 2001

North America $ 71.3 $62.5 $57.2
Europe 27.8 219 ©20.3
Asia Pacific 15.2 11.8 11.9
Latin America 2.8 _23 23
Total $117.4 $98.5 $91.7

Price changes had a marginal impact on sales levels over the past three years.
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Gross Profit
Gross profit as a percent of net sales was 63.8 percent in 2003 as compared to 62.5 and 62.3 percent in 2002 and 2001,
respectively. Gross margins increased in 2003 due to several factors: '

¢ Improved manufacturing absorption
s Foreign exchange rates

e Change in product mix

s Acquisitions

The combination of increased sales volumes and favorable foreign exchange rates allowed for higher absorption of factory
overhead costs and increased profitability on certain foreign sales, as the underlying product cost was denominated in U.S.
dollars. In addition the Company’s product mix is changing to include a larger software and service component which
typically have higher margins. The principal costs associated with software and service sales are product development
and operations which are recorded as a component of Research Development and Engineering. This product mix change
is being driven in part by the acquisition of Monaco Systems which provides software and related services.

Selling and Marketing Expenses
Selling and marketing expenses consist primarily of compensation, facility costs, travel, advertising and trade show

expenses associated with the Company’s global sales and marketing personnel. The Company continues to expand its
sales and marketing programs to support new product introductions and geographic expansion. Selling and marketing
expense were $31.5 million for 2003, a 13.3 percent increase over 2002 expenses of $27.8 million. In 2002, selling and
marketing costs increased $4.8 million or 19.8 percent over 2001 costs of $23.2 million. The increase in 2003 is
attributable to higher compensation costs driven by strong sales results, increased benefit costs, higher travel costs and
the effect of unfavorable foreign exchange rates in Europe. Marketing costs increased as a result of consulting expenses
incurred for new product strategy and research as well as costs related to the launch of a new corporate brand identity.
The increases noted in 2002 costs were across most lines of business, with particular emphasis on newer lines including
ShadeVision and Coherix. Additional costs were also incurred in 2002 for new product rollouts for the 8000 Benchtop
series, ColorDesigner and ATD News. Sales costs also increased in 2002 as a result of the additional staffing and travel
costs related to the opening of the Shanghai office.

General and Administrative

General and Administrative costs include compensation, facility costs, and travel for the Company’s executive, finance,
human resources and administrative functions. General and administrative expenses were $17.2, $15.0 and $15.4
million in 2003, 2002, and 2001 respectively. The 2003 expenditures were $2.2 million or 14.7 percent higher than 2002.
These increases are attributable to increased compensation and benefits costs, costs related to the Monaco Systems
acquisition, unfavorable foreign exchange rates in Europe and severance costs. In 2003, the Company incurred $1.4
million in costs related to severance agreements with its former Chief Executive and Chief Financial Officers. The 2002
general and administrative costs were $0.4 million or 2.7 percent lower than 2001. This nominal decrease was primarily
attributable to the positive effects of several corporate cost cutting initiatives that were focused on domestic operations.

Research, Development and Engineering

Research, Development and Engineering (RD&E) expenses include compensation, facility costs, consulting fees, and
travel for the Company’s engineering staff. These costs are incurred primarily in the United States. RD&E expenditures
in 2003 were $14.6 miltion compared to $12.4 million in 2002, an increase of $2.2 million or 17.7 percent. In 2001, RD&E
expenditures were $15.5 million. Over the past three years, X-Rite has embarked on an ambitious new product
development plan promoting increased investments across all markets served. The Company has also acquired
developed technology through the Monaco Systems and cc Dot products purchases. Development activity is projected to
increase on a dollar basis in the future while the total costs as a percentage of revenues are expected to remain in the
range of 12 to 13 percent.

In addition to the RD&E costs reported as operating expenses, costs were incurred to develop new software products in
each of the last three years that were capitalized. Software development costs capitalized totaled $2.9, $1.7 and $1.6
million in 2003, 2002 and 2001, respectively. The related amortization expense was included in cost of sales (see Note 2
to the Consolidated Financial Statements).
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Goodwill and Other Long Lived Asset Impairments

In December of 2003, the Company elected to exit the shape measurement business due to continued disappointing
sales results and will explore alternatives for its Coherix subsidiary including a possible sale. In connection with this
decision, an impairment charge of $2.6 million was required to be recorded. This charge consisted of $1.9 million of
goodwill and $0.7 million of primarily other long lived assets.

Restructuring Charge
In September 2001, the Company announced a workforce reduction plan and recorded a $0.9 million pretax charge to

earnings. This charge has been classified separately as a component of Operating Expenses under the caption of
“Restructuring charge” and represents costs associated with non-voluntary termination benefits for approximately 60
positions. Payments began during the fourth quarter of 2001. As of January 3, 2004, 60 positions have been eliminated
and no benefits remain to be paid.

Other (Expense) Income

Other (Expense) Income consists primarily of dividend and interest income, foreign currency exchange gains and losses,
and interest charges in connection with the founders’ share redemption agreement as required under SFAS 150 which
the Company adopted in July 2003 (see Note 9 to the Consolidated Financial Statements). In 2003, these interest
charges were $0.9 million and reflect the increase in the long term liability related to the founder’s shares redemption
program valuation and dividend payments on program shares of $0.7 and $0.2 million respectively. In 2003, the total
other expense was $0.8 million compared to other incomes of $0.03 and $1.0 million in 2002 and 2001 respectively.

Write-Down of Other Iinvestments

Other investments include investments made by the Company’s strategic venture capital group, XR Ventures, LLC (XRV)
(See Other Investments, for additional information). Each investment represents less than 20 percent of the ownership of
the respective portfolio companies. Since the Company does not exercise significant influence over the operating and
financial policies of each portfolio company, the investments have been recorded at cost.

The Company periodically evaluates the carrying value of each investment to determine whether a decline in fair value
below the respective cost has occurred. If the decline is determined to be other than temporary, the carrying value is
adjusted to the then current fair value and a loss is recognized At various times in 2003, 2002 and 2001 the Company
performed comprehensive assessments of the continuing value of each XR Ventures investment.

Based on the continued erosion of the venture capital markets, the technology sectors of the economy and specific
reviews of its portfolio, the Company concluded that the value of its investments had been permanently impaired.
Therefore the Company recorded charges of $0.1, $0.2 and $3.4 million in March, June and December of 2003,
respectively, for a total of $3.7 million for the year. The Company recorded charges of $6.6 and $0.6 million in June and
December 2002, respectively, for a combined total of $7.2 million for the year. In December 2001, the Company
recorded impairment charges of $1.1 million. At January 3, 2004, all venture capital investments have been fully
impaired. Although the Company continues to hold positions in several XR Ventures’ portfolio companies, no future
investments in the remaining portfolio companies will be made, except where necessary to protect any existing
investments.

In 2002 and 2001, the Company concluded that it may not be able to realize certain capital losses it incurred prior to their
expiration related to these impairments. Therefore it did not record a tax benefit at that time. In 2003, the Company re-
evaluated this position and concluded that the execution of certain qualified tax strategies which the Company was
capable of completing, would allow for the realization of capital gains within the expiration period. Accordingly, a tax
benefit of $2.8 million was recorded in the fourth quarter of 2003 related to the prior year's impairments. “

Income Taxes
The Company recorded a tax benefit of $1.2 million in 2003 against pre tax income of $5.5 million. This benefit reflects
the reversal of $2.8 million in deferred tax valuation reserves established in 2002 and the first three quarters of 2003.
These valuation reserves were originally recorded in connection with the write downs of the XRV investment portfolio in
2001 and 2002. At that time, the Company was not assured that these write downs would be fully deductible capital
losses and a valuation allowance was established. In the December 2003, a qualified tax strategy was put in place that
would allow for the ultimate realization of capital gains within the expiration period and accordingly the valuation
allowance was reversed. Exclusive of the valuation allowance reversal, the Company’s effective tax rate would have
been 37 percent compared to the U.S. statutory rate of 35 percent. The increase over the statutory rate is primarily
attributable to the effect of certain non deductible foreign losses, expenses related to the adoption of SFAS 150 for the
founders’ program and state income taxes.
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The Company recorded a tax provision of $1.0 million in 2002 against a loss before taxes and the cumulative effective of
change in accounting principle of $0.8 million. The provision was adjusted by the potential non-deductible capital losses
associated with the write-down of investments by XR Ventures, LLC. Exclusive of these write-downs, the Company would
have had approximately a 16 percent tax rate in 2002, compared to the U.S. statutory rate of 35 percent. This lower rate
was due to tax reductions received as a result of the Company’s foreign sales operations.

The effective tax rate for 2001 was zero percent.

Cumulative Effect of Change in Accounting Principle

Effective December 30, 2001, the Company adopted SFAS No. 142, Goodwill and Other Intangible Assets. SFAS No.
142 requires companies to discontinue amortizing goodwill and certain intangible assets with an indefinite life. Instead,
companies are required to review goodwill and intangible assets with an indefinite useful life for impairment annually and
as indicators of impairment occur. As discussed further in Note 4 to the Consolidated Financial Statements, during 2002,
the Company completed steps one and two of the transitional testing required by SFAS No. 142, as well as, the annual
impairment testing requirement. Step two testing was completed with the assistance of an independent valuation firm
during the fourth quarter of 2002.

Under SFAS No.142, goodwill impairment exists if the net book value of a reporting unit exceeds its estimated fair value.
The Company evaluated goodwill using three reporting units, Labsphere and Optronik combined, Coherix, and X-Rite
Mediterranee.

Upon completion of the step two transitional testing for the Labsphere and Optronik combined reporting unit, it was
determined that an impairment of goodwill had occurred. Therefore, a non cash charge of $7.6 million, or 38 cents per
share, was recorded and classified as a cumulative change in accounting principle as required by SFAS No. 142 in the
first quarter of 2002. The decline in fair value of the Labsphere and Optronik reporting unit was primarily attributable to a
decline in revenue and profitability for the unit. This decline led to a reduction in the three to five year projection of
operating earnings for the unit. The fair value of the remaining units exceeded their net book value; therefore, no
impairment charges were recorded for these units. In calculating the impairment charge, the fair value of the reporting
unit was determined by using a discounted cash flow analysis. This methodology was selected over the market value
approach, due to a lack of comparable competitor data availability, which is necessary to complete a market value study.

If the non-amortization provisions of Statement No.142 had been applied in 2001, amortization expense would have been
reduced by $0.9 million.

Liguidity and Capital Resources
The Company had $10.8 million of cash and cash equivalents at January 3, 2004, compared to $10.1 million at

December 28, 2002, an increase of $0.7 million. Operating activities in 2003 generated a positive cash flow of $18.3
million, which was offset by funds used for investing and financing activities of $16.1 and $1.3 million respectively.
Foreign exchange rates caused a decrease in cash of $0.2 million. in 2002, cash and cash equivalents increased by $0.9
million. Funds provided by operating activities were $14.8 million. Net cash used for investing and financing activities
was $0.9 and $13.0 million, respectively. Foreign exchange rates had a nominal effect on cash in 2002.

Operating Activities
Net cash provided by operating activities was $18.3 million in 2003 compared with $14.8 million in 2002, an increase of

$3.5 million or 23.6 percent. In 2003, net cash provided by operating activities was comprised of net income of $5.5
million adjusted for non cash items of $9.9 million and net cash provided from changes in operating assets and liabilities
of $2.9 million. Included in the non cash items were expenses that reduced net income but did not require the use of
cash, which consisted mainly of $6.0 million for depreciation and amortization, $3.7 million associated with the write
downs of XR Ventures investments, which occurred in the first, second and fourth quarters, $2.6 million related to the
impairment of the Coherix assets, which was recorded in the fourth quarter and the increase in the value of shares
subject to redemption agreements of $0.7 million. These adjustments were offset by an increase in deferred taxes of
$4.1 million. Net cash provided by operating assets and liabilities was driven primarily by an increase in other accrued
liabilities, which includes accrued payroll and benefits, income taxes and miscellaneous liabilities. The largest change in
these items was for accrued compensation costs, which includes a charge of $0.7 million for severance costs and
benefits for the Company’s former Chief Executive and Chief Financial officers.

in July 2003, the Company adopted SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of
both Liabilities and Equity. This Statement establishes standards for classifying and measuring as liabilities certain
financial instruments that embody obligations of the issuer and have characteristics of both liabilities and equity.
Statement 150 generally requires liability classification for classes of financial instruments that represent, or are indexed
to, an obligation to buy back the issuer’'s shares. Many of the financial instruments within the scope of Statement 150
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were previously classified by the issuer as equity or temporary equity. This Statement requires the Company to reclassify

its temporary shareholders’ investment related to the Founders’ Shares Redemption program to a long term liability.
Because the underlying shares in the program are the Company’s common stock, they will remain as a component of the
calculation of basic and diluted earnings per share. In addition, future changes in the valuation of the liability, as well as
dividend payments on the program shares will be classified as interest expense.

The remaining shares subject to the agreements have been classified on the balance sheet as a long term liability. The
valuation of $34.9 miliion was determined by multiplying the applicable shares by $10.19 which represents the average
closing price of the Company’s common stock, after applying the 10 percent discount, for the ninety trading days
proceeding January 3, 2004. At December 28, 2002 the valuation of $34.2 million was determined by multiplying the
applicable shares by the minimum purchase price of $10, since the average closing price of the Company's common
stock, after applying the 10 percent discount, for the ninety trading days preceding that date was less than $10. The
increase in the value of this liability in 2003 was classified as interest expense and included as a component of other
income (expense), :

In 2002, $14.8 million of cash was generated from operating activities, an increase of $2.8 million or 23.3 percent over
2001. Cash flow from operations in 2001 was $12.0 million. The Company experienced a net loss of $9.4 million in 2002
which was offset by non cash items of $21.6 million that increased the net loss but did not result in the usage of cash and
net cash provided from operating assets and liabilities of $2.6 million. Included in the non cash items was $7.6 million for
goodwill impairment recorded in connection with the adoption of SFAS NO. 142, $7.2 million for the write down of XR
Ventures, LLC investments and $5.6 million for depreciation and amortization.

Investing Activities ‘
Net cash used for investing activities was $16.1 million in 2003 compared to $0.9 million in 2002. The largest usage in

2003 was $9.3 million for company and product line acquisitions, followed by the increase in the founder's life insurance
program of $4.9 million and capital expenditures of $3.4 million. Proceeds from trading activities within the short-term
investment portfolio provided funds of $4.5 million in 2003.

In 2002 the investment in the founder’s life insurance program was $2.9 million, while capital expenditures were $2.2
million. Proceeds from trading activities within the short investment portfolio provided $8.0 million in 2002.

The Company had short term investments of $3.4 million at January 3, 2004 as compared to $7.4 million at December 28,
2002. lts portfolio of investments consists primarily of tax-free municipal bonds and mutual funds. An allowance for
unrealized gains and losses related to this portfolio has been established. Changes to the allowance are reported as a
component of other comprehensive income. The allowance was $0.5 and $0.8 million at January 3, 2004 and December
28, 2002, respectively.

Capital expenditures of $3.4 million were made in 2003. These expenditures were made primarily for machinery,
equipment, building improvements, computer hardware and software. Capital expenditures in 2002 were $2.2 million. The
Company anticipates increasing its capital expenditures in 2004 to approximately $7.8 million. Much of the expected
increase will be focused on global information technology upgrades.

During 1998 the Company entered into agreements with its founding shareholders for the future repurchase of 4.5 million
shares of the Company’s outstanding stock. The stock purchases will occur following the later of the death of each
founder and his spouse. The price the Company will pay the founders’ estates for these shares will reflect a 10 percent
discount from the average closing price for the ninety trading days preceding the later death of the founder and his
spouse, although the discounted price may not be less than $10 per share (a total of $45.4 million) or more than $25 per
share {a total of $113.5 million). The cost of the purchase agreements will be funded by $160.0 million of proceeds from
life insurance policies the Company has purchased on the lives of certain of these individuals. The Company anticipates
that stock purchases will not coincide with the receipt of insurance proceeds; therefore, borrowed funds may be needed
from time to time to finance the Company's purchase obligations. Insurance was purchased at the $160.0 million level in
order to cover both the maximum aggregate purchase price and anticipated borrowing costs. Life insurance premiums
total $4.3 million each year while all the policies remain in effect. In 2003, investment results on the insurance portfolio
exceeded the underlying policy costs by $0.6 million. This income was classified as a component of general and
administrative expenses. In 2002 and 2001, policy costs exceeded investment resuits by $1.4 and $1.0 million
respectively. The Company purchased 1.12 million shares at $10 per share or $11.2 million under the terms of the
agreement in January 2002. This founder was not insured; therefore, as anticipated at the time the agreement was
entered into, the Company funded this obligation with cash and short-term investments.

Financing Activities . | \
The Company’s most significant financing activity in 2003 was the payment of dividends to shareholders. During the last
three years dividends were paid at a rate of 10 cents per share or approximately $2.0 million dollars annually. Of that
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amount, $0.2 million was paid to shares in the founders’ share redemption program after adoption of SFAS No. 150 in
July 2003. Accordingly, those payments have been classified as interest expense and lncluded as a component of other
income (expense).

In 2002, the Company’s largest financing activity was the repurchase of 1 1 million shares of common stock under the
founder's stock redemption program at a cost of $11.3 million.

In September 2000, the Board of Directors authorized a common stock repurchase program of up to one million shares of
outstanding stock. The timing of the program and amount of the stock repurchases will be dictated by overall financial
and market conditions. There were no shares repurchased in 2003 or 2002 under this program. During 2001, the
Company repurchased 231,364 shares at an average cost of $7.56 per share.

The Company anticipates that its current liquidity, future cash flows and bank credit line will be sufficient to fund
operations, life insurance premiums, capital expenditures, and financing needs for the foreseeable future. Should
additional funding be required, supplemental borrowing arrangements are the most probable atternative for meeting
capital resource and liquidity needs. The Company maintains a revolvmg line of credit of $20 million and a capital
expenditure line of credit of $5 million.

Acquisitions:

In March 2003, the Company acquared the ColoRx ® spectrophotometer product line and related assets of Thermo
Electron Corporation for $0.5 million. The Company has assumed service and support obligations for the current installed
base of ColoRx as part of the transaction. In an event related to this transaction, the Company entered into a five-year
agreement with Benjamin Moore & Co. to be the preferred provider of color management solutions to Benjamin Moore
authorized dealers. Prior to the acquisition, Thermo Electron was the preferred provider of color measurement equipment
to Benjamin Moore & Co.

In April 2003, the Company acquired the ccDot meter product line of Centurfax Ltd. for $1.5 million, including all
inteflectual property and related software for the products. Centurfax Lid. is a London based company that develops and
distributes products serving the pre-press and printing industries. The acquired products consist of quality controi
instruments that ensure accurate measurement of film, offset litho plates and digital proofing solutions.

On July 1, 2003, the Company acquired the assets of Monaco Systems Incorporated of Andover, Massachusetts, a
leading developer of color management software to the graphic arts and photographic markets valued at $11.0 million.
The Company expects that this acquisition will enhance its position and product offerings in the color management
software markets. The purchase price included a cash payment of $7.0 million and X-Rite common stock valued at $2.5
miltion at the date of the acquisition. In addition, the seller is also eligible for contingent payouts of $0.75 million in cash
and $0.75 million of X-Rite common stock. These payouts are contingent upon the seller’s continued employment with
the Company to certain future dates. Total acquisition related costs of $0.4 million were incurred as a result of this
transaction and have been included in the determination of purchase price. These costs were for investment banking,
accounting, and legal services. The cash portion of the transaction was funded from the Company’s operating funds and
short term investments. Tangible and intangible assets acquired in the purchase include Monaco's entire line of color
management products, all operating assets, trademarks and trade names, technology and patents, covenants not to
compete, customer relationship intangibles and goodwill.

For the year ending January 3, 2004, total sales from these acquisitions were $7.6 million

Other Investments

XR Ventures, LLC (XRV) is a strategic venture capital group formed in 2000 and majority owned by X-Rite. Its mission is
to direct and manage the Company's investments in start up companies in high technology fields. The Company's
partners in the group are Dr. Peter M. Banks and Mr. James A. Knister. Both have had extensive careers as executives
in technology companies. In addition to their roles with XR Ventures, both serve on the Board of Directors of X-Rite,
Incorporated. The venture group seeks out, but is not restricted to campanies with technologies that are directly related
to current Company technologies, or technologies that the Company is interested in pursuing including biosensors, micro
mechanical systems, telecommunication components and information technologies. At December 28, 2002, XRV held
minority positions in eleven companies, with a total net investment of $3.2 million. In 2003 these investments were
deemed impaired and charges of $3.7 million, which included additional investments of $0.5 million made in 2003, were
recorded. The Company has elected not to fund new investments by XRV, but may invest in current holdings to protect
the Company’s position with regards to future distributions by the investee. In the fourth quarter of 2003 the Company
amended its agreement with Dr. Banks and Mr. Knister. Under the terms of the amended agreement, X-Rite will remain
as the sole managing member and will receive reimbursement.for all cash for investments and expenses prior to any
distributions to Dr. Banks and Mr. Knister Dr. Banks and Mr. Knister will forego any success fees contemplated in the
original agreement and will retain their membership interests. Dr Banks and Mr. Knister have not been compensated for
their services to XRV. The Board of Directors of the Company evaluated the fairness, on-going risks and uncertainty
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involved in partnering with two of its directors. The arrangement and subsequent amendment was negotiated at arms-

length with Dr. Banks and Mr. Knister who were represented by their own counsel while the Company was represented by
its regular counsel.

Critical Accounting Policies and Estimates :

The preparation of financial statements in accordance with generally accepted accounting principles in the United States
requires management to adopt accounting policies and make significant judgments and estimates to develop amounts
reflected and disclosed in the financial statements. In some instances there may be alternative policies or estimation
techniques that could be used. Management maintains a thorough process to review the application of accounting
policies and to evaluate the appropriateness of the many estimates that are required to prepare the financial statements.
However, even under optimal circumstances, estimates routinely require adjustment based on changing circumstances
and the receipt of new or better information.

The policies and estimates discussed below include the financial statement elements that are either the most judgmental
or involve the selection or application of alternative accounting policies and are material to the financial statements.
Management has discussed the development and selection of these accounting policies with the Audit Committee of the
Board of Directors.

Accounts Receivable Allowances

Accounts receivable allowances are based on known customer exposures, historic credit experience, and the specific
identification of potentially uncollectible accounts. In addition to known or judgmental components, a policy that
consistently applies reserve rates based on the age of outstanding accounts receivable is followed. Actual collections
may differ requiring adjustments to the reserves.

Inventory Reserves

Inventories are valued at the lower of cost or market. Reserves are established for excess and obsolete inventory, based
on material movement and a component of judgment for current events such as market conditions or technological
advancement. The amount of reserve required may be adjusted as these underlying factors change.

Self-insurance Reserves

The Company is self insured up to certain limits for costs associated with benefits paid under employee health care
programs. The measurement of these costs requires the consideration of historic loss experience and judgments about
the present and expected levels of costs per claim. These costs are accounted by developing estimates of the
undiscounted liability for claims incurred, including those claims incurred but not reported. This method provides
estimates of future ultimate claim costs based on claims incurred as of the balance sheet date.

Long-Lived Assets

Evaluations are periodically made of long-lived assets and the Company’s venture capital investments for indicators of
impairment when events or circumstances indicate that this risk may be present. Judgments regarding the existence of
impairment are based on several factors including but not limited to, market conditions, operational performance,
technological advancements and estimated future cash flows. If the carrying value of a long-lived asset is considered
impaired, an impairment charge is recorded to adjust the asset to its fair value.

Goodwill

The Company has $7.0 million of goodwill recorded as of January 3, 2004, related to prior acquisitions. Accounting
standards adopted in 2002 require that goodwill must be reviewed for impairment at least annually and as indicators of
impairment occur, and the cessation of amortization. The annual evaluation of goodwill impairment requires the use of
estimates about the future cash flows of each reporting unit to determine estimated fair values. Changes in forecasted
operations and changes in discount rates can materiaily affect these estimates. However, once an impairment of goodwill
has been recorded it cannot be reversed.

Deferred Tax Valuation Allowance

The Company periodically evaluates its deferred tax assets to assess the probability of their being ultimately realized.
Upon determination that a deferred tax asset may not be realized a valuation aliowance is estabiished for the potential
unrealizable amount. This evaluation process requires a review of the underlying transaction to determine that the
conditions that led to the creation of the asset still exist and that the related tax benefit will be realized. The Company has
established valuation allowances of $0.3 and $3.1 million at the end of 2003 and 2002, respectively.
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Off Balance Sheet Arrangements and Contractual Obligations

The Company has no significant off balance sheet transactions other than operating leases for equipment, real estate and
vehicles. It also is not the Company’s policy to issue guarantees to third parties. The following table summarizes the
Company’s future operating lease obligations by year. (in millions)

2004 $1.2

2005 $0.7

2006 $0.1

2007 $0.1

2008 $0.0
Other Matters

In November of 2001, the Company's Board of Directors adopted a Shareholder Protection Rights Plan (the "Plan"),
which became effective in the first quarter of 2002. The Plan is designed to protect shareholders against unsolicited
attempts to acquire control of the Company in a manner that does not offer a fair price to all sharehoiders.

Under the Plan, one purchase right automatically trades with each share of the Company's common stock. Each Right
entitles a shareholder to purchase 1/100 of a share of junior participating preferred stock at a price of $30.00, if any
person or group attempts certain hostile takeover tactics toward the Company. Under certain hostile circumstances, each
Right may entitle the holder to purchase the Company's common stock at one-half its market value or to purchase the
securities of any acquiring entity at one-half their market value. Rights are subject to redemption by the Company at
$.005 per Right and, unless earlier redeemed, will expire in the first quarter 2012. Rights beneficially owned by holders of
15 percent or more of the Company's common stock, or their transferees and affiliates, automatically become void.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company is exposed to a variety of risks including foreign currency exchange fluctuations, and market volatility in its
investment and insurance portfolios. In the normal course of business the Company employs established procedures to
evaluate its risks and take corrective actions when necessary to manage these exposures. The Company is not a party

to any derivative instruments.

Foreign Exchange

Foreign currency exchange risks arise from transactions denominated in a currency other than the entity's functional
currency and from foreign denominated transactions translated into U.S. dollars. The Company’s largest exposures are
to the Euro and British Pound Sterling. In 2003, approximately 24 percent of the Company’s sales were invoiced in
foreign currencies. As these currencies fluctuate relative to the dollar, it may cause profitability to increase or decrease
accordingly. :

Founders’ Stock Redemption Program

During 1998, the Company entered into agreements with its founding shareholders for the future purchase of 4.5 million
shares (see Note 9 to the accompanying consolidated financial statements). The repurchases will be funded by life
insurance policies purchased on certain members of the founders’ group and their spouses. These policies have cash
value accumulation funds that provide investment income that is used to offset increasing mortality charges as the
insured’s age. The cash value funds are invested in a combination of equily and bond funds as well as variable interest
rate products issued by the underwriting carrier. Should the policies experience prolonged investment losses, or lower
than anticipated interest crediting rates the policies may require additional cash deposits to remain in force.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA -
The following report, financial statements and notes are included with this report:

Report of Independent Auditors
Capy of the Report of Independent Public Accountants
Consolidated Balance Sheets
Consolidated Statements of Operations
Consolidated Statements of Permanent Shareholders' Investment
Consolidated Statements of Cash Flows
Notes to Consolidated Financial Statements
Report of Independent Auditors

To the Shareholders and Board of Directors of X-Rite, Incorporated

We have audited the accompanying consolidated balance sheets of X-Rite, Incorporated and subsidiaries as of January 3, 2004
and December 28, 2002, and the related consolidated statements of operations, shareholders’ investment and cash flows for
each of the two years in the period ended January 3, 2004. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits. The
financial statements of X-Rite, Incorporated for the year ended December 29, 2001 were audited by other auditors who have
ceased operations and whose report dated January 29, 2002 expressed an unqualified opinion on those statements.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial
position of X-Rite, Incorporated and subsidiaries at January 3, 2004 and December 28, 2002, and the consolidated results of
their operations and their cash flows for each of the two years in the period ended January 3, 2004, in conformity with accounting
principles generally accepted in the United States.

As discussed above, the financial statements of X-Rite, Incorporated as of December 29, 2001, and for the year then ended,
were audited by other auditors who have ceased operations. As described in Note 4, these financial statements have been
revised to include the transitional disclosures required by Statement of Financial Accounting Standards (Statement) No. 142,
“Goodwill and Other Intangible Assets”, which was adopted by the Company as of December 30, 2001. Our audit procedures
with respect to the disclosures in Note 4 with respect to 2001 included (a) agreeing the previously reported net income to the
previously issued financial statements and the adjustments to reported net income representing amortization expense (including
any related tax effects) recognized in those periods related to goodwill as a result of initially applying Statement No. 142 to the
Company's underlying records obtained from management, and (b) testing the mathematical accuracy of the reconciliation of
adjusted net income to reported net income, and the related earnings-per-share amounts. In our opinion, the disclosures for
2001 in Note 4 are appropriate. However, we were not engaged to audit, review, or apply any procedures to the 2001 financial
statements of the Company other than with respect to such disclosures and, accordingly, we do not express an opinion or any
other form of assurance on the 2001 financial statements taken as a whole.

As discussed in Note 4 to the consolidated financial statements, in 2002 the Company changed its method of accounting for
goodwill and other intangible assets.

As discussed in Note 9 to the consolidated financial statements, in 2003 the Company changed its method of accounting for
shares subject to redemption agreements.

/s/ Ernst & Young LLP

Grand Rapids, Michigan
January 29, 2004




The following report is a copy of a report previously issued by Arthur Andersen LLP in connection with the Company’s
Annual Report and Form 10K for the years ended December 29, 2001 and December 30, 2000. This opinion has not
been re-issued by Arthur Andersen, LLP.

Copy - Report of Independent Public Accountants
To the Shareholders of X-Rite, Incorporated:

We have audited the accompanying consolidated balance sheets of X-Rite, Incorporated (a Michigan corporation) and
subsidiaries as of December 29, 2001 and December 30, 2000, and the refated consolidated statements of income,
permanent shareholders’ investment and cash flows for each of the three years in the period ended December 29, 2001.
These financial statements are the responsibility of the Company's management. Qur responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial
position of X-Rite, Incorporated and subsidiaries as of December 29, 2001 and December 30, 2000, and the results of
their operations and their cash flows for each of the three years in the period ended December 29, 2001, in conformity
with accounting principles generally accepted in the United States.

/s/ Arthur Andersen LLP

Grand Rapids, Michigan,
January 29, 2002
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X-RITE, INCORPORATED AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(in thousands)

January 3, December 28,

2004 2002
ASSETS
Current assets:
Cash and cash equivalents $ 10,752 $ 10,100
Short-term investments 3,350 7,438
Accounts receivable, less aliowance of
$1,527 in 2003 and $1,207 in 2002 22,815 19,773
Inventories 16,014 14,080
Deferred taxes 1,656 1,602
Prepaid expenses and other current assets 1,526 1,141
‘ 56,113 54,134
Property plant and equipment:
Land _ 2,278 2,278
Buildings and improvements 17,123 16,948
Machinery and equipment 17,136 15,399
Furniture and office equipment 18,524 18,224
Construction in progress 696 157
55,757 53,006
Less accumulated depreciation (35,564) (31.879)
20,193 21,127
Other assets:
Cash surrender values (founders’ policies) 21,044 16,123
Goodwill 7,008 2135
Other investments - 3,210
Capitalized software (net of accumulated amortization
of $5,943 in 2003 and $9,011 in 2002) 3,727 2,862
Deferred taxes 5,662 1,683
Other noncurrent assets 5,936 1.610
43,377 . 27623
$119.683 $102.884

The accompanying notes are an integral part of these statements.

24




X-RITE, INCORPORATED AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS - Continued
(in thousands, except share and per share data)

LIABILITIES AND SHAREHOLDERS' INVESTMENT
Current liabilities:
Accounts payable
Accrued liabilities:
Payroll and employee benefits
Income taxes
Other

Value of shares subject to redemption agreements;
3,420,000 shares issued and outstanding,
. respectively, in 2003 and 2002

Shareholders’ investment:

Preferred stock, $.10 par value, 5,000,000 shares
authorized; none issued

Common stock, $.10 par value, 50,000,000 shares
authorized; 17,143,325 and 16,803,525 shares
issued and outstanding in 2003 and 2002 respectively,
not subject to redemption agreements

Additional paid-in capital

Retained earnings

Accumulated other comprehensive loss

Stock conversion program

January 3, December 28,
2004 2002
$ 4574 $ 3,323
8,501 4,265
2,378 2,144
2,761 1,804
18,214 11,536
34,857 34,200
1,714 1,680
9,350 6,056
53,627 50,001
1,944 (330)
(23) (259)
66,612 57,148
$119.683 $102,884

The accompanying notes are an integral part of these statements.
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X-RITE, INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

For the Year Ended
January 3, December 28, December 29,
2004 2002 2001
Net sales $ 117,144 $98,468 $91,658
Cost of sales 42410 36,899 34,587
Gross profit 74,734 61,569 57,071
Operating expenses:
Selling and marketing 31,519 27,769 23,231
General and administrative 17,239 14,993 15,380
Research, development and engineering 14,605 12,376 15,499
Goodwill and other long lived asset impairments 2,642 - -
Restructuring charge - - 862
66,005 55,138 54972
Operating income 8,729 6,431 2,099
Other income 57 33 959
Interest expense (845) - -
Write-down of other investments (3.662) (7.237) (1,125)
Income (loss) before income taxes 4,279 (773) 1,933
income taxes (benefit) - (1,202) 1,021 -
Income (loss) before cumulative effect
of change in accounting principle 5,481 (1,794) 1,933
Cumulative effect of change in accounting
principle - (7.615) -
Net income (loss) $5481 $.(9.409) $1.933
Earnings (loss) per share — basic:
Earnings (loss) before cumulative effect of
change in accounting principle $.27 $(.09) $.09
Cumulative effect of change in accounting
principle - (.38) -
$.27 $(.47) $.09
Earnings (loss) per share - diluted;
Earnings (loss) before cumulative effect of
change in accounting principle $.27 $(.09) $.09
Cumulative effect of change in accounting
principle - _(.38) -
$.27 $(.09) $.00

The accompanying notes are an integral part of these statements.
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X-RITE, INCORPORATED AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ INVESTMENT
(in thousands, except share data)

BALANCES, 12/30/00
Net income

Translation adjustment
Unrealized loss on short-

Additional
Paid-in
Capital

Common
Stock

Retained
Earnings

Accumulated
Other
Comprehensive

Income (Loss)

Stock
Conversion
Program

Total
Shareholders’
Investment

$1,680 $5,993

term investments (net of tax) - -
Total comprehensive income

Cash dividends declared
of $.10 per share

Issuance of 195,161 shares
of common stock under
employee benefit plans

Repurchase of 231,364
shares of common stock

Stock conversion program

BALANCES, 12/29/01

Net loss

Translation adjustment

Unrealized loss on short-
term investments (net
of tax of $86)

Total comprehensive loss

Cash dividends declared
of $.10 per share
Issuance of 58,049 shares
of common stock under
employee benefit plans
Repurchase of 15,642
shares of common stock
Stock conversion program
BALANCES, 12/28/02
Net income
Translation adjustment
Unrealized gain on short-
term investments (net
of tax of $115)

19 1,525

(23) (1.726)

$61,639
1,933

(2,141)

1,676 5,792

6 403

(2) (139)

61,431
(9,400)

(2,021)

1,680 6,056

Total comprehensive income

Cash dividends declared
of $.10 per share
Issuance of 81,690 shares
of common stock under
employee benefit plans
Issuance of 252,780 shares

8 761

of common stock pursuant

to acquisitions
Stock conversion program

BALANCES, 1/3/04

25 2,475
1 58

50,001
5,481

(1,855)

$1.714 $9.350

$(1,574)
(565)
(69)

(2,208)

2,036

(158)

$1.044

$ -

—_
(]
(V]

236

$ (23)

The accompanying notes are an integral part of these statements.
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$67,738
1,933
(565)

—(69)
1,299

(2,141)

1,027

(1,749)
155
66,329
(9,409)
2,036

(158)
(7,531)

(2,021)

409

(141)
103
57,148
5,481
2,060

214
7,755

(1,855)

769

2,500
295

$66.612




X-RITE, INCORPORATED AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

For the Year Ended
January 3, December 28, December 29,
2004 2002 2001

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) $ 5481 $(9,409) $1,933
Adjustments to reconcile net income (loss} to net
cash provided by operating activities:

Cumulative effect of change in accounting principle - 7,615 -
Depreciation and amortization 6,017 5,575 6,168
Allowance for doubtful accounts 606 281 494
Deferred income taxes (4,148) 774 4,082
Asset impairment 2,642 - -
Increase in value of shares subject to
redemption agreements 657 - -
Write-down of other investments 3,662 7,237 1,125
Other 491 108 299
Changes in operating assets and liabilities
net of effects from acquisitions:
Accounts receivable (1,688) (7,239) 7,246
Inventories (665) 1,394 700
Prepaid expenses and other current assets (538) (164) (880}
Accounts payable 908 1,546 (806)
Income taxes payable 241 6,248 (9,142)
Other current and non current liabilities 4617 819 775
Net cash provided by operating activities 18,283 14,785 11,994
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from maturities of short-term investments 75 3,020 1,442
Proceeds from sales of short-term investments 7,234 11,762 24,273
Purchases of short-term investments (2,850) (6.810) (29,020)
Capital expenditures (3,358) (2,230) (4,972)
Acquisitions, less cash acquired (9.329) - -
Investment in founders' life insurance (4,921) (2,926) (3,279)
Increase in other investments (312) (2,113) (5,149)
Increase in other assets (2,868) (1,697) (1,641)
Other investing activities 227 100 56
Net cash used for investing activities (16,102) (894) (18,290)
CASH FLOWS FROM FINANCING ACTIVITIES:
Dividends paid (1,855) (2,021) (2,141)
Issuance of common stock 555 . 375 1,027
Repurchase of common stock - (11.341) (1,749)
Net cash used for financing activities (1,300) (12,987) (2,863)
EFFECT OF EXCHANGE RATE CHANGES
ON CASH AND CASH EQUIVALENTS 229 32 (272)
NET INCREASE (DECREASE) IN
CASH AND CASH EQUIVALENTS 652 936 (9,431)
CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR 10,100 9,164 18,595
CASH AND CASH EQUIVALENTS AT END OF YEAR $10,752 $10,100 $0.164

The accompanying notes are an integral part of these statements.
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X-RITE, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1--THE COMPANY AND OTHER INFORMATION

X-Rite, Incorporated and its subsidiaries are a color systems company that develops, manufactures, markets and
supports a wide range of hardware, software and services that measures, communicates and simulates color. The
Company’s principal products are proprietary, end-to-end solutions that utilize advanced optical and electronic sensing
instruments and complimentary software. The markets served include; Graphic Arts, Retail and Industrial. Based on the
nature of its products, customers and markets, the Company’s management evaluates its business as a single reportable
operating segment.

Products are sold worldwide through the Company's own sales personnel and through independent sales
representatives. The Company is headquartered in Grandyville, Michigan and has other domestic operations in New
Hampshire and Massachusetts. In addition, the Company has locations in Germany, England, Hong Kong, the Czech
Republic, France, Italy, China and Japan. Manufacturing facilities are located in the United States and Germany.

Sales to customers are attributed to the geographic areas based upon the location of the customer. Long lived assets
consist of plant and equipment (in thousands):

2003 2002 2001

Domestic sales:

U.S. operations $64,377 $56,123 $ 52,637
International sales:

U.S. operations export sales

to unaffiliated customers 15,323 12,165 13,530
Foreign subsidiary sales 37,444 30,180 25,491
52,767 . 42345 __39,021
$117,144 $98.468 $91.658

Long lived assets:
U.S. operations $19,251 $19,397 $21,054
International 942 1.730 1,288
$20.193 $21.127 $22.342

No single customer accounted for more than 10 percent of total net sales in 2003, 2002 or 2001.
NOTE 2--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The consolidated financial statements include the accounts of X-Rite, Incorporated and its subsidiaries. All intercompany
accounts and transactions have been eliminated. The Company’s fiscal year ends on the Saturday closest to December
31. The fiscal year ended January 3, 2004, (fiscal year 2003) consisted of 53 weeks. The fiscal years ended December
28, 2002 and December 29, 2001, contained 52 weeks respectively.

Cash and Cash Equivalents
The Company considers all highly liquid financial instruments with maturities of three months or less when purchased to
be cash equivalents.

Accounts Receivable Allowances

Accounts receivable allowances are based on known customer exposures, historic credit experience, and the specific
identification of potentially uncoliectible accounts. In addition to known or judgmental components a policy that
consistently applies reserve rates based on the age of outstanding accounts receivables is followed. Actual collections
may differ, requiring adjustments to the reserves.
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‘ X-RITE, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

Inventories

Inventories are stated at the lower of cost, determined on a first-in first-out basis, or market. Reserves are established for
excess and obsolete inventory, based on material movement and a component of judgment for current events such as
market conditions or technological advancement. Components of inventories are summarized as follows (in thousands):

2003 2002
Raw materials $ 5,433 $ 4,564
Work in process 4,090 : 3,908
Finished goods 6.491 5,608
$16.014 ' $14.080

Property, Plant, and Equipment and Depreciation
Plant and equipment are stated at cost and include expenditures for major renewals and betterments. Maintenance and

repairs that do not extend the lives of the respective assets are charged to expense as incurred. Depreciation expense is
computed using the straight-line method over the estimated useful lives of the related assets. Estimated depreciable lives
are as follows: buildings and improvements, 5 to 40 years; machinery and equipment, 3 to 10 years; and furniture and
office equipment, 3 to 10 years.

Software Development Costs

Development costs incurred for research and development of new software products, and enhancements to existing
software products are expensed as incurred until technological feasibility is achieved. After technological feasibility is
achieved, any additional development costs are capitalized and amortized using the greater of the siraight-line method
over a three-year period, or the amount computed by applying the ratio of current product revenues to total estimated
product revenues.

The Company capitalized $2.9, $1.7 and $1.6 million of software development costs during 2003, 2002 and 2001,
respectively. Amortization expense was $2.0, $1.6 and $1.2 million in 2003, 2002 and 2001, respectively.

Goodwill

The Company adopted Financial Accounting Standards Board Statement (SFAS) No.142, Goodwill and Other Intangible
Assets effective December 30, 2001. SFAS No. 142 requires companies to discontinue amortizing goodwill and certain
intangible assets deemed to have an indefinite useful life. Instead, companies are required to review goodwill and
intangible assets with an indefinite useful life for impairment annually, or more frequently if indicators of impairment occur.
The Company is required to test the carrying value of goodwill impairment at the reporting unit level.

In years prior to 2002, the goodwill associated with the Labsphere acquisition was amortized using the straight-line
method over twenty years. The goodwill associated with the Optronik GmbH and HoloVision Products Group acquisitions
were amortized using the straight-line method over ten years.

Long Lived Assets _

Effective December 30, 2001, the Company adopted SFAS No.144, Accounting for the Impairment and Disposal of Long-

Lived Assets. SFAS No.144 supercedes SFAS No.121, A¢counting for the Impairment of Long Lived Assets to be

Disposed Of and the accounting and reporting provisions of the Accounting Principles Board (“APB”) Opinion No.30,

Reporting the Results of Operations-Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary,

Unusual and Infrequently Occurring Events and Transactions. SFAS No.144 retains the provisions of SFAS No.121 for
recognition and measurement of impairment of long-lived assets to be held and used, and measurement of long-lived /
assets to be disposed of by sale. Discontinued operations are no longer measured on a net realized value basis, and i
future operating losses are no longer recognized before they occur. The impact of adopting SFAS No. 144 was not

significant to the Company’s financiaf statements. No impairments were provided for in 2001 under standards then in

effect.

In December of 2003, the Company elected to exit the shape measurement business due to continued disappointing
sales results and will explore alternatives for its Coherix subsidiary including a possible sale. In connection with this
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X-RITE, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued
Long Lived Assets-continued

decision, an impairment charge of $2.6 million was required to be recorded. This charge consisted of $1.9 million of
goodwill and $0.7 miltion of primarily other long lived assets.

Investments Carried at Cost

Included in other investments in 2003 and 2002 respectively are $0.0 and $3.2 million, net of valuation reserves, related
to investments made by the Company’s strategic venture capital group, XR Ventures, LLC. The Company funds
acquisitions made by XR Ventures, LLC and in exchange, will receive its investment back in fuil before any distributions
are made. Each investment represents less than 20 percent of the ownership of the respective investee. Because the
Company is unable to exercise significant influence over the operating and financial policies of each respective investee,
the investments have been recorded at cost. The Company periodically evaluates the carrying value of each investment
to determine whether a decline in fair value below the respective cost has occurred. If the decline is determined to be
other than temporary, the carrying value is adjusted to the then current fair value and a loss is recognized. At various
times in 2003, 2002 and 2001 the Company performed comprehensive assessments of the continuing value of each XR
Ventures investment.

Based on the continued erosion of the venture capital markets and the network middleware and tele/data communications
sectors of the economy, the Company concluded that the value of certain investments had been permanently impaired.
Therefore the Company recorded charges of $0.1, $0.2 and $3.4 million in March, June and December of 2003
respectively, for a total of $3.7 million for the year. The Company recorded charges of $6.6 and $0.6 million in June and
December 2002, respectively, for a combined total of $7.2 million for the year. In December 2001, the Company
recorded impairment charges of $1.1 million.

in 2002 and 2001 the Company concluded that it may not be able to realize tax benefits related to these impairments
therefore it did not record a tax benefit at that time. In 2003, the Company re-evaluated this position and concluded that
the execution of certain quaiified tax strategies which the Company is capable of completing, would allow for the
realization of these tax benefits. Accordingly a tax benefit of $2.8 million was recorded in the fourth quarter of 2003
related to the prior year’s impairments.

Shareholders’ Investment .

During 1998, the Company entered into agreements with its founding shareholders for the future redemption of 4.54
million shares of common stock (see Note 9). These shares have been accounted for on the balance sheet as a long
term liability in accordance with SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of both
Liabilities and Equity, which the Company adopted in July 2003.

Income Taxes

The provision for income taxes is based on earnings reported in the financial statements. Deferred income taxes are
recognized for all temporary differences between tax and financial reporting, and are measured using the enacted tax
rates expected to apply to the taxable income in the years in which those temporary differences are expected to reverse.

Revenue Recognition

Revenue is recognized when earned in accordance with applicable accounting standards. Revenue from sales of
products and services is recognized when a purchase order has been received, the product has been shipped or the
service has been performed, the sales price is fixed and determinable and coliection of any resulting receivable is
probable.

Advertising Costs
Advertising costs are charged to operations in the period incurred and totaled $0.8, $1.0 and $1.5 million in 2003, 2002
and 2001, respectively.

Self-insurance Reserves
The Company is self insured up to certain limits for costs associated with benefits paid under health care programs for its
domestic employees. The measurement of these costs requires the consideration of historic loss experience and
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

Self-Insurance Reserves-continued

judgments about the present and expected levels of costs per claim. These costs are accounted for through actuarial
methods, which develop estimates of the undiscounted liability for claims incurred, including those claims incurred but not
reported. This method provides estimates of future ultimate claim costs based claims incurred as of the balance sheet
date.

Stock Option Plans

At January 3, 2004, the Company has employee and outside director stock option plans which are described more fully in
Note 8. The Company follows Accounting Principles Board (APB) Opinion No. 25 “Accounting for Stock Issued to
Employees”, in accounting for its stock option plans. Under Opinion No. 25, no compensation expense is recognized
because the exercise price of the Company’s stock option equals the market price of the underlying stock on the date of
the grant. Had compensation cost for the Company’s stock based compensation plans been determined based on fair
value at the grant dates for the awards under those plans consistent with the method of SFAS No. 123, Accounting for
Stock Based Compensation, the Company’s net earnings and net earnings per share would have been as follows:

Net income (loss) 2003 2002 2001
As reported $ 5,481 $ (9,409) $ 1,933
Deduct: Compensation expense-

fair value method (net of tax) (943) (627) (739)
Pro forma net earnings (loss) $4,538 $(10.036) $1,194

Basic net earnings (loss) per share:

As reported $.27 $(.47) $.09
Pro forma $.22 $(.50) $.06

Diluted net earnings (loss) per share:

As reported $.27 $(.47) $.09
Pro forma $.22 $(.50) $.06

The weighted-average fair value per share of options granted during 2003, 2002 and 2001 estimated on the date of grant
using the Black Scholes pricing model was $4.00, $3.68 and $4.11, respectively. The fair value of options granted was
estimated on the date of grants using the following assumptions:

2003 2002 2001
Dividend yield 1.1% -1.2% 1.0% 9%
Volatility 52% -55% 55% 52%
Risk - free interest rates 24%-32% 4.0%-4.5% 3.9% - 5.0%
Expected term of options 5 years 5 years 5 years

Black Scholes is a widely accepted option pricing model and conforms to accounting principles generally accepted in the
United States. The Black Scholes model is a trading option-pricing model that neither considers the non-traded nature of
employee’s stock options, nor the restrictions on trading, lack of transferability or the ability of the employees to forfeit
options prior to expiration. If the model adequately permitted consideration of these characteristics, the resulting estimate
of the Company’s stock options may be different.

Per Share Data
Basic earnings per share (“EPS") are computed by dividing net income by the weighted-average number of common
shares outstanding in each year. Diluted EPS is computed by dividing net income by the weighted- average number of
common shares outstanding plus all shares that would have been outstanding if every potentially dilutive common share
had been issued. The following table reconciles the numerators and denominators used in the calculations of basic and
diluted EPS for each of the last three years:




X-RITE, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued

Per Share Data, continued

2003 2002 _ 2001
Numerators:
Net income (loss) numerators for both
basic and diluted EPS (in thousands) $5.481 $(9.409) $1,933

Denominators:
Denominators for basic EPS
Weighted-average common
shares outstanding 20,390,692 20,211,200 21,394,775
Potentially dilutive shares ‘
Shares subject to redemption

agreements (see Note 9) 89,912 - 384,252
Stock options 132,172 - _ 51,542
Denominators for diluted EPS 20,612,776 20,211,200 21,830,569

Certain exercisable stock options were excluded from the calculations of diluted EPS because option prices were greater
than average market prices for the periods presented. The number of stock options excluded from the calcutations and
the ranges of exercise prices were 903,500 and $11.00 - $19.50 in 2003, and 1,022,900 and $10.13 - $19.50 in 2001. In
2002 the Company incurred a loss, therefore potentially dilutive shares are not included because to do so would have an
anti-dilutive effect on loss per share. Had the Company not recorded a loss, the number of stock options excluded in the
computation of diluted EPS and the range of exercise prices would have been 1,333,400 and $7.38 — $19.50.

Foreign Currency Translation

Most of the Company’s foreign operations use the local currency as their functional currency. Accordingly, foreign
currency balance sheet accounts are translated into U.S. dollars at the exchange rate in effect at year end, and income
statement accounts are translated at the average rate of exchange in effect during the year. The resulting translation
adjustments are recorded as a component of accumulated other comprehensive income (loss) in the statements of
permanent shareholders' investment. Gains and losses arising from re-measuring foreign currency transactions into the
functional currency are included in the determination of net income. Net realized and unrealized gains and (losses) from
re-measurement of foreign currency transactions were $0.06, $(0.05) and $(0.2) million for 2003, 2002 and 2001,
respectively.

Fair Value of Financial Instruments ,
The carrying value of the Company’s financial instruments included in current assets and current liabilities approximates
fair value due to their short-term nature.

Use of Estimates

The preparation of the Company’s consoclidated financial statements requires the use of estimates and assumptions that
affect the reported amounts of assets and liabilities, the reported amounts of revenues and expenses and the disclosure
of contingent liabilities. Management makes its best estimate of the ultimate outcome for these items based on the
historic trends and other information available when the financial statements are prepared. Changes in estimates are
recognized in accordance with the accounting rules for the estimate, which is typically in the period when new information
becomes available to management. Actual results could differ from those estimates; however, management believes that
any subsequent revisions to estimates used would not have a material effect on the financial condition or results of
operations of the Company.

New Accounting Standards

In January 2003, the FASB issued Interpretation No. 46, “Consolidation of Variable Interest Entities” as revised December
2003 (FIN 46(R)). The new rule regquires that companies consolidate a variable interest entity if the company is subject to
a majority of the risk of loss from the variable interest entity’s activities, or is entitled to receive a majority of the entity’s
residual returns or both. We do not have any special purpose entities, as defined, nor have we acquired a variable
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New Accounting Standards- continued

interest in an entity where we are the primary beneficiary since January 31, 2003. The provisions of FIN 46(R) currently
are required to be applied as of the end of the first reporting period that ends after March 15, 2004, for variable interest
entities in which we hold a variable interest that we acquired on or before January 31, 2003. We do not expect that the
implementation of Interpretation 46 (R) will have a material effect on our consolidated financial statements.

Reclassifications
Certain prior year information has been reclassified to conform to the current year presentation.

NOTE 3--SHORT-TERM INVESTMENTS

The Company classifies all of its short-term investments as available-for-sale securities. Such short-term investments
consist primarily of United States federal agency securities, state and municipal securities, mutual funds, corporate bonds
and preferred stocks, which are stated at market value with unrealized gains and losses on such securities reflected net
of tax as other comprehensive income (loss) in permanent shareholders’ investment. Realized gains and losses are
included in earnings and are derived using the specific identification method for determining the cost of the securities. It
is the Company'’s intent to maintain a liquid portfolio to take advantage of investment opportunities; therefore, all
securities are considered to be available-for-sale and are classified as current assets. The Company’s short-term
investments are generally due on demand with no set maturity.

The carrying value of the Company's investments is as follows (in thousands):

2003 2002
Market Market
Cost Value Cost Value
Investments:

State and municipal securities $2,305 $2,305 5515 5,515
Mutual funds 1,530 1,036 1,630 839
Corporate bonds - - 100 102
Preferred stocks 10 9 1,117 982
3,845 3,350 8,262 7,438

Unrealized losses _(495) - (824) -
Totals $3.350 $3,350 $7,438  $7.438

Management has reviewed the unrealized losses in the Company’s mutual fund holdings as of January 3, 2004, and has
determined that they are temporary in nature; accordingly, no losses have been recognized as of that date.

NOTE 4—GOODWILL AND OTHER INTANGIBLE ASSETS

As discussed in Note 2, the Company adopted SFAS No. 142, Goodwill and Other Intangible Assets, effective December
30, 2001. SFAS No. 142 requires companies to discontinue amortizing goodwill and certain intangible assets with an
indefinite life. Instead, companies are required to review goodwill and intangible assets with an indefinite useful life for
impairment at least annually or more frequently if indicators of impairment occur. Goodwill impairment exists if the net
book value of a reporting unit exceeds its estimated fair value.

The Company completed two acquisitions in 2003 for which goodwill was recorded (See Note 10). In April 2003, X-Rite,
Ltd. recorded $1.1 million of goodwill in connection with its acquisition of the ccDot meter product line of Centurfax Ltd. for
$1.56 million. In July 2003, X-Rite, Incorporated recorded $5.5 million of goodwill in connection with its acquisition of
Monaco Systems, Inc. valued at $11.0 million in cash and stock. Annual impairment testing of the goodwill for these
acquisitions will be conducted in the fourth quarter of each year beginning in 2004.

In December of 2003, the Company elected to exit the shape measurement business due to continued disappointing

sales results and will explore alternatives for its Coherix subsidiary including a possible sale. Due to uncertainty over the
ultimate value of the technology, the Company recorded an impairment charge of $1.9 million for the related goodwill.
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NOTE 4—GOODWILL AND OTHER INTANGIBLE ASSETS- continued
During 2002, the Company completed steps one and two of the transitional testing required by SFAS No. 142 as well as

the annual impairment testing requirement. Step two testing was completed with the assistance of an independent
valuation firm during the fourth quarter of 2002,

The Company evaluated goodwill using three reporting units, Labsphere and Optronik combined, Coherix, and X-Rite
Mediterranee.

Upon compiletion of the step two transitional testing for the Labsphere and Optronik combined reporting unit, it was
determined that an impairment of goodwill had occurred, therefore a non cash charge of $7.6 million, or 38 cents per
share was recorded and classified as a cumulative effect of change in accounting principle as required by SFAS No. 142,
This charge was not tax benefited due to the majority of the underlying goodwill not previously being deductible {see Note
7). The decline in fair value of the Labsphere and Optronik reporting unit was primarily attributable to a decline in
revenue and profitability for the unit. This decline has led to a reduction in the three to five year projection of operating
earnings for the unit. The fair value of the remaining reporting units exceeded their net book value; therefore, no
impairment charges were recorded for these units at the time. In calculafing the impairment charge, the fair value of the
reporting unit was determined by using a discounted cash flow analysis. This methodology was selected over the market
value approach, due to a lack of comparable competitor data availability, which is necessary to complete a market value
study.

If the non-amortization provisions of SFAS No.142 had been applied in 2001, amortization expense would have been
reduced by $1.0 million. The table below reconciles reported net earnings to adjusted net earnings for 2001 had the non-
amortization provisions of SFAS No.142 been applied to that year. (in thousands, except per share data)

Reported net income (loss) $1,933
Add back: Goodwill amortization, net of tax 984
Adjusted net income (loss) $2,917
Basic earnings (loss) per share:

Reported basic net income (loss) per share $.09
Goodwill amortization _.05
Adjusted basic earnings (loss) per share $.14
Diluted earnings (loss) per share;

Reported earnings (loss) per share $.09
Goodwill amortization _.04
Adjusted earnings (loss) per share $.13
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X-RITE, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 4—GOODWILL AND OTHER INTANGIBLE ASSETS- continued

A summary of changes in goodwill for the years ending December 28, 2002 and January 3, 2004, respectively by
reporting unit is as follows (in thousands):

X-Rite, Monaco
Coherix Mediterranee Labsphere X-Rite, Ltd. Systems Total
Balance December 29, 2001 $1,941 $164 $ 7,494 $ - $ - $ 9,539
Acquisitions - - - - - -
Foreign Currency Adjustments - 30 121 - - 151
Impairments - - (7.615) - - (7,615)
Balances December 28, 2002 $1,941 $194 $ - $ - $ - $ 2,135
Acquisitions - - - 1,108 5,532 6,640
Foreign Currency Adjustments - 39 - 135 - 174
Impairments (1,941) - - - - (1,941)
Balances January 3, 2004 $ - $233 $ - $1.243 $5,532 $7.008

The Company includes its acquired intangible assets in other noncurrent assets on the Consolidated Balance Sheets.
Amortization expense is recorded on a straight line basis with expected lives that vary from five to fifteen years.
Amortization expense was $.3 and $.02 million for the years ending January 3, 2004 and December 28, 2002,
respectively.

A summary of changes in intangible assets during the year ending January 3, 2004 is as follows (in thousands):

Foreign
Accumulated Currency
2002 Acqguisitions Amortization Adjustments 2003
Customer relationships $ - $2,548 $(139) $ - $2,409
Trademarks and trade names - 966 (43) 8 931
Technology and patents 338 585 (211) 9 721
Covenants - 580 (71) _24 533
Total $338 $4.679 $(464) $41 $4,594
Estimated amortization expense for intangible assets for each of the succeeding five years is as follows: (in thousands)
2004 $593
2005 563
2008 561
2007 556
2008 337

NOTE 5--REVOLVING CREDIT AGREEMENT

The Company maintains a revolving line of credit agreement with a bank, which provides for maximum borrowings of $25
million with interest at 1.5% over the "Effective Federal Funds Rate" (4% at January 3, 2004). The borrowings are
unsecured and no compensating balances are required by the agreement. There were no significant borrowings under
this agreement during 2003, 2002 or 2001.
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X-RITE, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 6—RESTRUCTURING

In September 2001, the Company announced a workforce reduction plan and recorded a $0.9 million pretax charge to
earnings. The charge was classified separately as a component of operating expense under the caption of “Restructuring
Charge” and represented costs associated with non-voluntary termination benefits for approximately 60 positions. Benefit
payments began during the fourth quarter of 2001. As of December 28, 2002, 60 positions were eliminated. Benefit
payments were completed during the year ending January 3, 2004.

NOTE 7--INCOME TAXES

The provision (benefit) for income taxes consisted of the following (in thousands):

2003 2002 2001
Current.
Federal $ 2,521 $ 192 $(4,264)
State 200 157 180
Foreign 110 {18) (35)
2,831 333 (4,119)
Deferred:
Federal (4,033) 688 4119
$(1.202) $1.021 $ -
Major components of the Company's deferred tax assets and liabilities are as follows (in thousands):
2003 2002
Assets:
Inventory reserves $ 813 $ 685
Accounts receivable reserves 311 253
Amortization of intangible assets 2,411 2,320
Impairment reserves 3,462 2,803
Financial accruals and reserves
not currently deductible 2,299 1,613
9,296 7,674
Valuation allowance {332) (3.135)
Deferred income tax assets 8,964 4,539
Liabilities:
Depreciation 367 258
Software development costs 1,171 996
Deferred expenses 108 -
Deferred income tax liabilities 1,647 1,254
Net deferred income tax assets $7.318 $3.285

In 2002, valuation reserves of $2.8 million were recorded in connection with the write downs of the XRV investment
portfolio in 2001 and 2002. At that time, the Company was not assured that these write downs would be fully deductible
and a valuation allowance was established. In the December 2003, a qualified tax strategy was put in place that would
allow for the ultimate realization of these benefits, and the valuation allowance was reversed.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 7-INCOME TAXES- continued

The following table represents a reconciliation of income taxes at the United Stated statutory rate with the effective rate as
follows (in thousands):

2003 ' 2002 2001
Income taxes (benefit) computed at statutory rate of 35%  $ 1,498 $ (271) $677
Increase (decrease) in taxes resulting from:
Founder's stock redemption program 81 489 365
Change in valuation reserves (2,803) 3,135 -
Non deductible goodwill - - 209
Foreign sales corporation (569) (816) (869)
State income taxes 130 102 117
Other 461 (1.618) (503)
$(1.202) $1.021 $ -

Cash {(refunded) or expended for income taxes was $2.7, $(5.9) and $5.1 million in 2003, 2002 and 2001, respectively.
NOTE 8--EMPLOYEE BENEFIT AND STOCK PLANS

The Company maintains 401(k) retirement savings plans for the benefit of substantially all full time U.S. employees.
Investment decisions are made by individual employees. Investments in Company stock are not allowed under the plans.
Participant contributions are matched by the Company based on applicable matching formulas. The Company's
matching expense for the plans was $0.5, $0.4 and $0.4 million in 2003, 2002 and 2001, respectively.

The Company may sell up to one million shares of common stock to its employees under an employee stock purchase
plan. Eligible employees who participate purchase shares quarterly at 85 percent of the market price on the date
purchased. During 2003, 2002 and 2001, employees purchased 26,690, 28,549 and 32,711 shares, respectively. The
weighted average fair value of shares purchased was $9.47, $8.36 and $8.54 in 2003, 2002 and 2001, respectively. At
January 3, 2004, 708,594 shares were available for future purchases.

The Company has two stock option plans covering 4.0 million shares of common stock. These plans permit options to be
granted to key employees and the Company's Board of Directors. Options are granted at market price on the date of
grant and are exercisable based on vesting schedules of six months to two years, which is determined at the time of
grant. No options are exercisable after ten years from the date of grant. At January 3, 2004, 3.6 million shares were
available for future granting. A summary of shares subject to options follows:

2003 2002 2001
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Prices Shares Prices Shares Prices
Outstanding at beginning of year 1,854,600 $11.62 1,687,400 $12.11 1,541,300 $12.53
Granted 362,961 8.71 252,500 7.68 266,500 8.63
Exercised (44,000) 7.28 (25,000) 6.93 (53,500) 6.35
Canceled {106.100) 10.73 (60,300) 10.73 (66,900) 12.56
Qutstanding at end of year 2,067,461 11.25 1,854,600 11.62 1.687.400 12.11
Exercisable at end of year 1,678,910 11.94 1,582,100 12.24 1,406,400 12.77
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NOTE 8--EMPLOYEE BENEFIT AND STOCK PLANS- continued

A summary of stock options outstanding at January 3, 2004 follows:

Outstanding Exercisable
Weighted

Weighted Average Weighted
Average Remaining Average
Exercise Contractual Exercise
Price Ranges Shares Price Life(Years) Shares Price
$6.38-%8.51 732,410 $7.28 7.3 506,410 $7.32
9.11-12.00 614,051 9.99 6.8 451,500 10.08
13.00 - 15.00 239,500 13.89 3.5 239,500 13.89
15.63 - 19.50 481,500 17.56 2.6 481,500 17.56
2,067,461 11.25 5.6 1,678,910 11.94

The Company has a Cash Bonus Conversion Plan covering 400,000 shares of stock. This plan provides an opportunity
for certain executives of the Company to purchase restricted stock at 50 percent of market value, in an amount equal to
their annual cash bonus. Shares are issued in the name of the employee, who has all rights of a shareholder, subject to
certain restrictions on transferability and a risk of forfeiture. The forfeiture provisions lapse by 20 percent after six months
and an additional 20 percent annually thereafter. During 2003, 5,330 shares were issued under this plan, no shares were
forfeited, forfeiture provisions expired on 35,703 shares and restrictions were lifted on 32,352 shares that were due to
expire in 2004 and 2005. At January 3, 2004, 27,455 shares remain subject to forfeiture provisions and restrictions on
transferability. During 2002, no shares were issued under this plan, no shares were forfeited, and the forfeiture provisions
expired on 56,993 shares. During 2001, 106,450 shares were issued under this plan, no shares were forfeited, and the
forfeiture provisions expired on 23,031 shares.

The difference between the purchase price and the fair value of the restricted stock at the date of purchase, if any, for
remaining shares subject to forfeiture provisions has been recorded as unearned compensation. This amount is included
as a separate component of permanent shareholders’ investment under the caption Stock Conversion Program. The
unearned compensation is being charged to expense as the forfeiture provisions lapse. The Company also has a
restricted stock plan covering 400,000 shares of common stock. Shares awarded under this plan entitle the shareholder
to all rights of common stock ownership except that the shares may not be sold, transferred, pledged exchanged or
otherwise disposed of during the restriction period. The restriction period is determined by a committee, appointed by the
Board of Directors, but in no event shall have a duration period in excess of ten years. Shares awarded were 11,000,
4,500 and 2,500 in 2003, 2002 and 2001, respectively. At January 3, 2004, there were 327,200 shares available for future
awards.

NOTE 9--FOUNDERS’ STOCK REDEMPTION AGREEMENTS

During 1998, the Company entered into agreements with its founding shareholders for the future repurchase of 4.5 million
shares of the Company’s outstanding stock. The stock purchases will occur following the later of the death of each
founder and his spouse. The price the Company will pay the founders’ estates for these shares will reflect a 10 percent
discount from the average closing price for the ninety trading days preceding the later death of the founder and his
spouse, although the discounted price may not be less than $10 per share (a total of $45.4 million) or more than $25 per
share (a total of $113.5 million). The cost of the purchase agreements will be funded by $160.0 million of proceeds from
life insurance policies the Company has purchased on the lives of certain of these individuals. The Company anticipates
that stock purchases will not coincide with the receipt of insurance proceeds; therefore, borrowed funds may be needed
from time to time to finance the Company's purchase obligations. Insurance was purchased at the $160.0 mittion level in
order to cover both the maximum aggregate purchase price and anticipated borrowing costs. Life insurance premiums
total $4.3 million each year white all the policies remain in effect. In 2003, the Company’s investment results on its
insurance portfolio exceeded the underlying policy costs by $0.6 miilion. This income was classified as a component of
general and administrative expenses. In 2002 and 2001, policy costs exceaded investment results by $1.4 and $1.0
million respectively.
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X-RITE, INCORPORATED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 9--FOUNDERS’ STOCK REDEMPTION AGREEMENTS- continued

The Company purchased 1.12 million shares at $10 per share or $11.2 million under the terms of the agreement in
January 2002. This founder was not insured; therefore, as anticipated at the time the agreement was entered into, the
Company funded this obligation with cash and short-term investments.

In July 2003, the Company adopted SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of
both Liabilities and Equity. This Statement establishes standards for classifying and measuring as liabilities certain
financial instruments that embody obligations of the issuer and have characteristics of both liabilities and equity.
Statement 150 generally requires liability classification for classes of financial instruments that represent, or are indexed
to, an obligation to buy back the issuer’s shares. Many of the financial instruments within the scope of Statement 150
were previously classified by the issuer as equity or temporary equity. This Statement requires the Company to account
for its temporary shareholders’ investment related to the Founders’ Shares Redemption program as a long term liability.
Because the underlying shares in the program are the Company's common stock, they will remain as a component of the
calculation of basic and diluted earnings per share. In addition, future changes in the valuation of the liability, as well as
dividend payments on the program shares will be classified as interest expense.

The remaining shares subject to the agreements have been classified on the balance sheet as a long term liability. The
valuation of $34.9 million was determined by multiplying the applicable shares by $10.19 which represents the average
closing price of the Company’s common stock, after applying the 10 percent discount, for the ninety trading days
preceding January 3, 2004. At December 28, 2002 the valuation of $34.2 million was determined by multiplying the
applicable shares by the minimum purchase price of $10, since the average closing price of the Company’s common
stock, after applying the 10 percent discount, for the ninety trading days preceding that date was less than $10. The
increase in the value of this liability in 2003 was classified as interest expense and included as a component of other
income (expense).

Dividend payments of $0.2 million paid on program shares during the third and fourth quarters of 2003 have been
classified as interest expense as required by SFAS 150.

NOTE 10--ACQUISITIONS

in March 2003, the Company acquired the ColoRx ® spectrophotometer product line and related assets of Thermo
Electron Corporation for $0.5 million. The Company has assumed service and support obligations for the current instailed
base of ColoRx as part of the transaction. In an event related to this transaction, the Company entered into a five-year
agreement with Benjamin Moore & Co. to be the preferred provider of color management solutions to Benjamin Moore
authorized dealers. Prior to the acquisition, Thermo Electron was the preferred provider of color measurement equipment
to Benjamin Moore & Co.

In April 2003, the Company acquired the ccDot meter product line of Centurfax Ltd. for $1.5 million, including all
intellectual property and related software for the products. Centurfax Ltd. is a London based company that develops and
distributes products serving the pre-press and printing industries. The acquired products consist of quality control
instruments that ensure accurate measurement of film, offset litho plates and digital proofing solutions.

On July 1, 2003, the Company acquired the assets of Monaco Systems Incorporated of Andover, Massachusetts, a
leading developer of color management software to the graphic arts and photographic markets valued at $11.0 million.
The Company expects that this acquisition will enhance its position and product offerings in the color management
software markets. The purchase price included a cash payment of $7.0 million and X-Rite common stock valued at $2.5
million at the date of the acquisition. In addition, the seller is also eligible for contingent payouts of $0.75 million in cash
and $0.75 million of X-Rite common stock. These payouts are contingent upon the seller's continued employment with
the Company to certain future dates and will be recorded as additional goodwill if paid. Total acquisition related costs of
$0.5 million were incurred as a result of this transaction and have been included in the determination of purchase price.
The cash portion of the transaction was funded from the Company’s operating funds and short term investments.
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NOTE 10—ACQUISITIONS - continued L
Tangible and intangible assets acquired in the purchase include the entire Monaco line of color management products, all
operating assets, trademarks and trade names, technology and patents, covenants not to compete, customer relationship

intangibles and goodwill.

The results of Monaco Systems’ operations have been included in the condensed consolidated financial statements since
the date of acquisition.

The following represents the allocation of the purchase price to the acquired assets and assumed liabilities as of July 1,
2003. Recorded goodwill will be deducted for tax purposes over a 15 year period. (in thousands)

Net tangible assets acquired $ 718
Intangible Assets
Customer relationships 2,087
Trademarks and trade names 875
Technology and patents 483
Covenants not to compete 311
Subtotal 3,756
Goodwill 5532
Total $10,006
Acquired intangible assets will be amortized over the following periods:
Customer relationships 15 years
Trademarks and trade names 15 years
Technology and patents 5 years
Covenants not to compete 5 years

Weighted average amortization period 12.5 years

The foliowing unaudited pro forma consolidated results of operations for the years ended January 3, 2004 and December
28, 2002, respectively, assumes the acquisition of Monaco Systems occurred as of the beginning of the period (in
thousands, except share and per share data).

Net sales $119,926 $102,314
Net income (loss) 5919 (1,711)
Earnings per share:
Basic $0.29 $(0.08)
Diluted $0.29 $(0.08)
Weighted Average Shares Outstanding
Basic 20,517,082 20,463,981
Diluted 20,740,199 20,463,981

The pro forma resuits above include certain adjustments to give effect to amortization of intangible assets and certain
other adjustments and related income tax effects. The pro forma results are not necessarily indicative of the operating
results that would have occurred, had the acquisitions been completed as of the beginning of the period presented, nor
are they necessarily indicative of future operating results.
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NOTE 11—CONTINGENCIES, COMMITMENTS AND GUARANTEES

On February 18, 2002, lvoclar Vivadent, Inc. and Shade Analyzing Technologies, Inc. commenced litigation against the
Company in U.S. District Court for the Western District of New York, alleging infringement of certain U.S. Patents by the
Company's ShadeVision™ system. In August 2003 the Company entered into a confidential settlement agreement with
the plaintiffs under which the Company has a worldwide license to use the patented technology. The resolution of this
matter did not have a material adverse effect on the Company’s consolidated financial statements.

The Company is aiso involved in other legal proceedings, legal actions and claims arising in the normal course of
business, including proceedings related to product, labor and other matters. Such matters are subject to many
uncertainties, and outcomes are not predictable with assurance. The Company records amounts for losses that are
deemed probable and subject to reasonable estimate. The Company does not believe that the ultimate resolution of
these matters will have a material adverse effect on its financial statements.

Pursuant to a standby letter of credit agreement, the Company has provided a financial guarantee to a third party on
behalf of its subsidiary, located in England. The term of the letter of credit is one year, with an automatic renewal
provision at the grantors discretion. The face amount of the agreement is 130,000 British pounds sterling or
approximately $0.2 million at January 3, 2004.

The Company’s product warranty reserves and operating lease commitments are not significant.
NOTE 12—SHAREHOLDER PROTECTION RIGHTS AGREEMENT

In November of 2001, the Company's Board of Directors adopted a Shareholder Protection Rights Plan ("Plan"), which
was implemented in the first quarter of 2002. The Plan is designed to protect shareholders against unsolicited attempts
to acquire control of the Company in a manner that does not offer a fair price to all shareholders.

Under the Plan, one purchase right automatically trades with each share of the Company's common stock. Each Right
entitles a shareholder to purchase 1/100 of a share of junior participating preferred stock at a price of $30.00, if any
person or group attempts certain hostile takeover tactics toward the Company. Under certain hostile circumstances, each
Right may entitle the holder to purchase the Company's common stock at one-half its market value or to purchase the
securities of any acquiring entity at one-half their market value. Rights are subject to redemption by the Company at
$.005 per Right and, unless earlier redeemed, will expire in the first quarter of 2012. Rights beneficially owned by holders
of 15 percent or more of the Company's common stock, or their transferees and affiliates, automatically become void.
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ITEM 8 FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

{000's except per share data)

Selected quarterly financial data for the two years ended January 3, 2004 is summarized as follows:

Diluted
Operating Net Earnings
Gross Income Income (Loss)
QUARTER Sales Profit (Loss) (Lcss) Per Share
(2)
2003:
First Quarter $23,625 $15,221 $ 1,560 $1,012 $.05
Second Quarter 28,197 17,646 2,563 1,961 10
Third Quarter 26,818 16,767 637 301 .01
Fourth Quarter 38,504 25,100 3,969 2,207 k]
$117,144 $74,734 $8,729 $5.481 $.27
2002:
First Quarter (1) $20,956 $12,284 $(324) $(7.,874) $(.39)
Second Quarter 24,401 15,537 1,601 (5,488) (.27)
Third Quarter 22,2486 13,980 315 252 .01
Fourth Quarter 30,865 19,768 _4,839 3,701 _.18
$98,468 |  $61.569 $6,431 $(9,409) $(.47)

(1) In the fourth quarter of 2002, the Company completed its transitional testing in connection with its adoption of
Financial Accounting Standards Board Statement No. 142, Goodwill and Other Intangible Assets. See Note 4
to the financial statements. The resulting adjustment was recorded as a cumulative effect of change in
accounting principle of $7.6 million, or 38 cents per share, retroactive to the first quarter of 2002 requiring a
restatement of the loss and loss per share previously reported in that quarter of $(259) and $(.01).

(2) In 2002 the Company incurred a loss. Therefare, potentially dilutive shares are not considered in the per share
amounts, because to do so would have an anti-dilutive effect on loss per share.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING
AND FINANCIAL DISCLOSURE

X-Rite, Incorporated (the Company) determined for itself and on behalf of its subsidiaries, to dismiss its independent
auditors, Arthur Andersen LLP (Arthur Andersen) and to engage the services of Ernst and Young LLP (Ernst and Young)
as its new independent auditors. The change in auditors was approved by the Board of Directors of the Company,
effective as of May 21, 2002. As a result, Ernst and Young audited the consolidated financial statements of the Company
and its subsidiaries for the years ended January 3, 2004 and December 28, 2002.

Arthur Andersen’s reports on the Company’s consolidated financial statements for the year ending December 29, 2001
did not contain an adverse opinion or disclaimer of opinion, nor were they qualified or modified as to uncertainty, audit
scope or accounting principles. During the year ended December 29, 2001 and through May 21, 2002 (the Relevant
Period), (1) there were no disagreements with Arthur Andersen on any matter of accounting principles or practices,
financial statement disclosure, or auditing scope or procedure which, if not resolved to Arthur Andersen’s satisfaction,
would have caused Arthur Andersen to make reference to the subject matter of the disagreement(s) in connection with its
reports on the Company’s consolidated financial statements for such years; and (2) there were no reportable events as
described in Item 304(a)(1)(v) (Reportable Events) of the Commission’s Regulation S-K.

During the Relevant Period, neither the Company nor anyone acting on its behalf consulted with Ernst and Young
regarding (i) the application of accounting principles to a specified transaction, completed or proposed, or the type of audit
opinion that might be rendered on the Company’s consolidated financial statements, or (ii) any matters or reportable
events as set forth in Items 304(a)(2)(i) and (ii) of Regulation S-K.

The Company has not been able to obtain after reasonable efforts, the re-issued reports or consent of Arthur Andersen,
LLP, related to the 2001 consolidated financial statements and financial statement schedule given the circumstances
surrounding Arthur Andersen’s cessation of its operations. Therefore, a copy of their previously issued report has been
included.

ITEM 9A. CONTROLS AND PROCEDURES

The Company's Chief Executive Officer and Chief Financial Officer have concluded, based on their evaluation as of the
end of the period covered by this report on Form 10-K, that the Company's disclosure controls and procedures (as
defined in the Securities Exchange Act of 1934 Rules 13a-15(e) and 15d-15(e)) are effective to ensure that information
required to be disclosed in the reports that the Company files or submits under the Securities Exchange Act of 1934 is
recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange
Commission's rules and forms. There were no changes in the Company's internal control over financial reporting during
the fiscal year ended January 3, 2004 that have materially affected, or are reasonably likely to materially affect, the
Company's internal controls over financial reporting.
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PART Ill
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT
(a) Directors

Information relating to directors appearing under the caption "Election of Directors” in the definitive Proxy Statement for
the 2004 Annual Meeting of Shareholders is incorporated by reference.

(b) Officers

Information relating to executive officers is included in this report in the last section of Part | under the caption "Executive
Officers of the Registrant.”

(c) Compliance with Section 16(a)

Information concerning compliance with Section 16(a) of the Securities Exchange Act of 1934 appearing under the
caption "Compliance with Reporting Requirements" in the definitive Proxy Statement for the 2004 Annua!l meeting of
Shareholders and is incorporated herein by reference. ‘

(d) Code of Ethics

The Company has adopted a code of ethics that applies to its senior executive team, including its Chief Executive Officer,
Chief Financial Officer and Chief Accounting Officer. The code of ethics is posted on the Company's website at
www.xrite.com. The Company intends to satisfy the requirements under Item 10 of Form 8-K regarding disclosure of
amendments to, or waivers from, provisions of its code of ethics that apply to the Chief Executive Officer, Chief Financial
Officer or Chief Accounting Officer by posting such information on the Company's website. Copies of the code of ethics
will be provided free of charge upon written request directed to Investor Relations at corporate headquarters.

ITEM 11. EXECUTIVE COMPENSATION

The information contained under the caption "Executive Compensation" contained in the definitive Proxy Statement for
the 2004 Annual Meeting of Shareholders is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
SHAREHOLDER MATTERS

The information contained under the captions "Securities Ownership of Management” and “Securities Ownership of
Certain Beneficial Owners and Equity Compensation Plan Summary” contained in the definitive Proxy Statement for the
2004 Annuai Meeting of Shareholders is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information contained under the caption "Certain Relationships and Related Transactions" contained in the definitive

Proxy Statement for the 2004 Annual Meeting of Shareholders and filed with the Commission is incorporated by
reference.
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PART IV

ITEM 14. PRINCIPAL ACCOUNTANTS FEES AND SERVICES

The information contained under the caption “Our Relationship with Qur Independent Auditors” contained in the
definitive proxy statement for the 2004 Annual Meeting of Shareholders is incorporated herein by reference.

ITEM 15. EXHIBITS, FINANCIAL STATEMENTS, SCHEDULES AND REPORTS ON FORM 8-K

(a)1

(a)2

(b)

(c)
(d)

The following financial statements, all of which are set forth in Iltem 8, are filed as a part of this report:

Report of Independent Auditors

Copy of the Report of Independent Public Accountants
Consolidated Balance Sheets

Consolidated Statements of Operations

Consolidated Statements of Permanent Shareholders Investment
Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements

The following financial statements schedule is filed as a part of this report beginning on page 45:

Report of Independent Auditors on Financial Statement Schedule and Schedule Il Valuation and Qualifying
Accounts and Reserves for the years ended January 3, 2004 and December 28, 2002.

Copy of the Report of Independent Public Accountants on Financial Statement Schedule and Schedute ||
Valuation and Qualifying Accounts and Reserves for the years ended December 29, 2001 and December 30,
2000.

Schedule 1l Valuation and Qualifying Accounts

Reports on Form 8-K

Current Report on Form 8-K furnished to the Commission on October 186, 2003 announcing the Company’s
results from operations for the quarter ending September 27, 2003.

See Exhibit Index located on page 51.
All other schedules required by Form 10-K Annual Report have been omitted because they were

inapplicable, included in the notes to the consolidated financial statements, or otherwise not required
under the instructions contained in Regulation S-X.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

X-RITE, INCORPORATED

March 16, 2004 /s/ Michael C. Ferrara

Michael C. Ferrara Chief Executive Officer

March 16, 2004 /s/ Mary E. Chowning

Mary E. Chowning, Vice President and Chief Financial Officer

Pursuant to the requirements of the Securities and Exchange Act of 1934, this report has been signed below on this 16th
day of March, 2004, by the following persons on behalf of the Registrant and in the capacities indicated.

Each director of the Registrant whose signature appears below, hereby appoints Michael C. Ferrara and Mary E.
Chowning, and each of them individually as his attorney-in-fact to sign in his name and on his behalf as a Director of the
Registrant, and to file with the Commission any and all amendments to this report on Form 10-K to the same extent and
with the same effect as if done personaily.

/s! Peter M. Banks ‘ Is! Stanley W. Cheff

Dr. Peter M. Banks, Director Stanley W. Cheff, Director

/s/ Michael C. Ferrara /s/ L. Peter Frieder

Michael C. Ferrara, Director L. Peter Frieder, Director

s/ James A. Knister /s/ Paul R. Sylvester

James A. Knister, Director Paul R. Sylvester, Director

/s/ John E. Utley /s/ Ronald A. Vandenberg

John E. Utley, Director Ronald A. VandenBerg, Director

/s/ Mark D. Weishaar

Mark D. Weishaar, Director
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Report of Independent Auditors on Financial Statement Schedule

To the Shareholders and Board of Directors of X-Rite, Incorporated:

We have audited the consolidated financial statements of X-Rite, Incorporated and subsidiaries as of January 3, 2004
and December 28, 2002 and for each of the two years in the period ended January 3, 2004 and have issued our report
thereon dated January 29, 2004 (included eisewhere in this Form 10-K). Our audits also included the financial statement
schedule listed in Item 15(a)2 of this Form 10-K. This schedule is the responsibility of the Company's management. Qur
responsibility is to express an opinion based on our audits.

In our opinion, the financial statement schedule referred to above, when considered in relation to the basic financial
statements taken as a whole, presents fairly in all material respects the information set forth therein.

/s/lErnst & Young LLP

Grand Rapids, Michigan
January 29, 2004




The following report is a copy of a report previously issued by Arthur Andersen LLP in connection with the Company’s
Annual Report and Form 10K for the years ended December 29, 2001 and December 30, 2000 This opinion has not
been reissued by Arthur Andersen LLP.

Copy-Report of Independent Public Accountants on Financial Statement Schedule
To the Sharehaolders of X-Rite, Incorporated:

We have audited in accordance with auditing standards generally accepted in the United States, the consolidated
financial statements of X-Rite, Incorporated included in this Form 10-K, and have issued our report thereon dated January
29, 2002. Our audits were made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The schedule listed at Item 14(a)2 above is the responsibility of the Company’s management and is presented for
the purpose of complying with the Securities and Exchange Commission’s rules and is not part of the basic financial
statements. This schedule has been subjected to the auditing procedures applied in the audits of the basic financial
statements and, in our opinion, fairly states in all material respects the financial data required to be set forth therein in
relation to the basic financial statements taken as a whole.

/sfArthur Andersen LLP

Grand Rapids, Michigan
January 29, 2002
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Valuation and Qualifying Accounts
X-Rite, Incorporated
(in thousands)

Year ended January 3, 2004

Allowance for losses on accounts receivable
Restructuring reserve

Year ended December 28, 2002

Allowance for losses on accounts receivable
Restructuring reserve

Year ended December 30, 2001

Allowance for losses on accounts receivable
Restructuring reserve

Additions Deducted
Balance at Chargedto from Balance
Beginning Costs & Costs & atend
of Period Expenses Expenses of Period
$1,207 $606 $286 $1,527
173 - 173 -
1,237 281 311 1,207
515 - 342 173
1,506 494 763 1,237
- 862 347 515

S0




EXHIBIT INDEX

Restated Articles of Incorporation (filed as exhibit to Form S-18 dated April 10, 1986 (Registration No. 33-3954C)
and incorporated herein by reference)

Certificate of Amendment to Restated Articles of Incorporation adding Article 1X (filed as exhibit to Form 10-Q for
the quarter ended June 30, 1987 (Commission File No. 0-14800) and incorporated herein by reference)

Certificate of Amendment to Restated Articles of incorporation amending Article il (filed as exhibit to Form 10-K
for the year ended December 31, 1995 (Commission File No. 0-14800) and incorporated herein by reference)

Certificate of Amendment to Restated Articles of Incorporation amending Article IV as filed with the Michigan
Department of Consumer & Industry Services (filed as exhibit to Form 10-K for the year ended January 2, 1999
(Commission File No. 0-14800) and incorporated herein by reference)

Amended and Restated Bylaws of X-Rite, Incorporated, as amended and restated November 26, 2002. (filed as
Appendix A to the definitive proxy statement dated April 11, 2003 relating to the Company's 2003 annual meeting
(Commission File No. 0-14800) and incorporated herein by reference)

Amended and Restated Bylaws of X-Rite, Incorporated, as amended and restated February 10, 2004.

X-Rite, Incorporated common stock certificate specimen (filed as exhibit to Form 10-Q for the quarter ended June
30, 1986 (Commission File No. 0-14800) and incorporated herein by reference)

Shareholder Protection Rights Agreement, dated as of March 29, 2002, including as Exhibit A the form of Rights
Certificate and of Election to Exercise, and as Exhibit B the form of Certificate of Adoption of Resolution
Designating and Prescribing Rights, Preferences and Limitations of Junior Participating Preferred Stock of the
Company (filed as exhibit to Form 10K for the year ended December 29, 2001 (Commission File No. 0-14800)
and incorporated herein by reference)

The following material contracts identified with ™" preceding the exhibit number are agreements or compensation plans
with or relating to executive officers, directors or related parties.

*10(a)

*10(b)

*10(c)

*10(d)

*10(e)

“10(f)

"10(9)

*10(h)

X-Rite, Incorporated Amended and Restated Outside Director Stock Option Plan, effective as of September 17,
1996 (filed as exhibit to Form 10-Q for the quarter ended September 30, 1996 (Commission File No. 0-14800)
and incorporated herein by reference)

X-Rite, Incorporated Cash Bonus Conversion Plan (filed as Appendix A to the definitive proxy statement dated
April 8, 1996 relating to the Company's 1996 annual meeting (Commission File No. 0-14800) and incorporated
herein by reference)

Form of Indemnity Contract entered into between the registrant and members of the board of directors (filed as
exhibit to Form 10-Q for the quarter ended June 30, 1996 (Commission File No. 0-14800) and incorporated
herein by reference)

Employment Agreement dated April 17,1998 between the registrant and Richard E. Cook (filed as exhibit to Form
10-K for the year ended January 2, 1999 (Commission File No. 0-14800) and incorporated herein by reference)

Form of X-Rite, incorporated Founders' Redemption Agreement entered into between the registrant and certain
persons, together with a list of such persons (filed as exhibit to Form 10-Q for the quarter ended July 3, 1999
Commission File No. 0-14800) and incorporated herein by reference)

First Amendment to X-Rite, Incorporated Founders’ Redemption Agreement dated July 16, 1999 between the
registrant and Ted Thompson (filed as exhibit to Form 10-Q for the quarter ended July 3, 1999 (Commission File
No. 0-14800) and incorporated herein by reference)

Chairman’s agreement dated July 16, 1999 between the registrant and Ted Thompson (filed as exhibit to Form
10-Q for the quarter ended July 3, 1999 (Commission File No. 0-14300) and incorporated herein by reference)

Employment arrangement effective upon a change in control entered into between the registrant and certain
persons together with a list of such persons (filed as exhibit to Form 10-K for the year ended January 1, 2000
(Commission File No. 0-14800) and incorporated herein by reference)
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*10()

*10(j)

*10(k)

*10(1)

*10(m)

*10(n)

*10(0)

"10(p)

“10(q)

*10(r)

*10(s)

*10(t)

*10(u)

10(y)

*10(z)

14

Deferred compensation trust agreement dated November 23, 1999 between the registrant and Richard E. Cook.
(filed as exhibit to Form 10-K for the year ended January 1, 2000 (Commission File No0.0-14800) and
incorporated herein by reference)

Operating Agreement for XR Ventures, LLC dated September 14, 2000, by and between XR Ventures, LLC the
registrant, Dr. Peter M. Banks and Mr. James A. Knister. (filed as exhibit to Form 10-Q for the quarter ended
September 30, 2000 (Commission File No. 0-14800) and incorporated herein by reference)

Employment Agreement dated June 12, 2001 between the registrant and Michael C. Ferrara (filed as exhibit to
Form 10-Q for the quarter ended June 30, 2001 (Commission File No. 0-14800) and incorporated herein by
reference)

First Amendment to the X-Rite, Incorporated Amended and Restated Cash Bonus Conversion Plan dated May
24, 2001 (filed as exhibit to Form 10-Q for the quarter ended September 29, 2001 (Commission File No.
0-14800) and incorporated herein by reference)

First Amendment to the Chairman’s Agreement dated September 13, 2001 entered into between the registrant
and Ted Thompson (filed as exhibit to Form 10-Q for the quarter ended September 29, 2001 (Commission File
No. 0-14800) and incorporated herein by reference)

Form of Indemnity Agreement entered into between the registrant and members of its board of directors and
officers together with a list of such persons (filed as exhibit to Form 10-Q for the quarter ended September 28,
2002 (Commission File No. 0-14800) and incorporated herein by reference)

Form of Indemnity Agreement entered into between the registrant and Paul R. Sylvester (filed as exhibit to Form
10-Q for the quarter ended September 28, 2002 (Commission File No. 0-14800) and incorporated herein by
reference)

Form of Indemnity Agreement entered into between the registrant and Mark D. Weishaar (filed as exhibit to Form
10-Q for the quarter ended September 28, 2002 (Commission File No. 0-14800) and incorporated herein by
reference)

X-Rite, Incorporated Amended and Restated Outside Director Stock Option Plan, effective as of January 26,
2003 (filed as Appendix A to the definitive proxy statement dated April 11, 2003 relating to the Company's 2003
annua! meeting (Commission File No. 0-14800) and incorporated herein by reference)

X-Rite, Incorporated Amended and Restated Employee Stock Option Plan, effective as of January 26, 2003 (filed
as Appendix A to the definitive proxy statement dated April 11, 2003 relating to the Company's 2003 annual
meeting (Commission File No. 0-14800) and incorporated herein by reference)

A Severance Agreement and Release entered into between the registrant and Richard E. Cook, effective as of
March 7, 2003(filed as exhibit to Form 10-K for the year ended December 28, 2002 (Commission File No.
0-14800) and incorporated herein by reference)

A Severance Agreement and Release entered into between the registrant and Duane F. Kluting, effective as of
July 24, 2003,(filed as exhibit to Form 10-Q for the quarter ended September 27, 2003 (Commission File No.
0-14800) and incorporated herein by reference)

Employment Agreement entered into between the registrant and Michael C. Ferrara, effective as of September
30, 2003, (filed as exhibit to Form 10-Q for the quarter ended September 27, 2003 (Commission File No.
0-14800) and incorporated herein by reference)

Second Amendment to the Operating Agreement entered into between the registrant and XR Ventures, LLC,
effective December 12, 2003.

X-Rite Incorporated Amended and Restated Employee Stock Purchase Plan effective as of February 10, 2004
(filed as Appendix A to the definitive proxy statement dated April 7, 2004 relating to the Company’s 2004 annual
meeting (Commission File No. 0-14800) and incorporated herein by reference.

X-Rite, Incorporated Code of Ethics for Senior Executive Team.
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21
23(a)
23(b)

31.1

31.2

321

31.2

Letter from Arthur Andersen LLP regarding change in cerhfymg accountant (filed as exhibit to Form 8-K dated
May 21, 2002 and incorporated herein by reference)

Subsidiaries of the registrant
Consent of independent auditors, Ernst & Young LLP, for the year ending January 3, 2004,
Information Concerning Consent of Arthur Andersen, LLP.

Certification of the Chief Executive Officer and President of X-Rite, Incorporated pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350).

Certification of the Chief Financial Officer of X-Rite, incorporated pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002 (18 U.S.C. 1350).

Certificate of Michael C. Ferrara pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350).

Certificate of Mary E. Chowning to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350).
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EXHIBIT 21

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

X-RITE, INCORPORATED
LIST OF CONSOLIDATED SUBSIDIARIES

X-Rite International, Inc., a Barbados Corporation, is a wholly owned subsidiary of X-Rite, Incorporated, being utilized
as a foreign sales corporation. v

X-Rite Holdings, Incorporated., a U.S. Corporation, is a wholly owned subsidiary of X-Rite, Incorporated, being
utilized as a stockholder of certain foreign subsidiaries.

X-Rite GmbH, a German Corporation, is wholly owned by X-Rite Global, Incorporated and X-Rite Holdings,
Incorporated, and being utilized as a sales and service office.

X-Rite Asia Pacific Limited, a Hong Kong Corporation, is wholly owned by X-Rite Global, Incorporated and X-Rite
Holdings, Incorporated, and being utilized as a sales and service office.

X-Rite Ltd., a United Kingdom Corporation, is wholly owned by X-Rite Global, Incorporated and X-Rite Holdings,
Incorporated and being utilized as a sales and service office.

X-Rite MA, Incorporated, a U.S. Corporation, is wholly owned by X-Rite, Incorporated and being utilized as a sales
and service office.

OTP, Incorporated, a U.S. Corporation, is wholly owned by X-Rite, Incorporated and was used to execute a real estate
transaction.,

Labsphere, Inc., a U.S. Corporation, is wholly owned by X-Rite, Incorporated and is a manufacturer of light
measurement systems and related proprietary materials.

X-Rite Méditerranée SARL, a French Corporation, is wholly owned by X-Rite Global, Incorporated and X-Rite
Holdings, Inc., and being utilized as a sales and service office.

X-Rite Global, Inc., a U.S. Corporation, is a wholly owned subsidiary of X-Rite, Incorporated, being utilized as a
stockholder of certain foreign subsidiaries.

XR Ventures, LLC, a U.S. Limited Liability Corporation, is a majority owned subsidiary of X-Rite, Incorporated, being
utilized as a venture capital company.

Coherix, Corporation, a U.S. Corporation, is majority owned by X-Rite, Incorporated and is a manufacturer of laser
based measurement systems and related proprietary materiais.

X-Rite Europe, B.V., a Netherlands Corporation, is wholly owned by X-Rite Giobal, Incorporated and X-Rite Holdings,
Inc., and being utilized as a sales and service office.

X-Rite, (Shanghai) International Trading Co. Ltd. a Chinese Corporation, is wholly owned by X-Rite Asia Pacific
Limited, and being utilized as a sales and service office.

Monaco Acquisition Company, a U.S. Corporation, whoily owned by X-Rite, Incorporated and is developer of
software products to the Graphics Arts industries.

X-Rite, KK, a Japanese Corporation, wholly owned by X-Rite Global, Incorporated and X-Rite Holdings, Incorporated,
and being utilized as a sales and service office.

X-Rite, Italy Srl., an Italian Corporation, wholly owned by X-Rite Mediterranee and being utilized as a sales and service
office.

X-Rite, X-Rite Asia Pacific PTE a Singapore Corporation, wholly owned by X-Rite Asia Pacific, and being utilized as a
sales and service office.

Labsphere Ltd., a United Kingdom Corporation, is wholly owned by Labsphere Incorporated, and not currently being
utilized.
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EXHIBIT 23 (a)
CONSENT OF INDEPENDENT AUDITORS
We consent to the incorporation by reference in the Registration Statement File Numbers 33-29288, 33-29290, 33-82258

and 33-82260 on Form S-8 of our report dated January 29, 2004, with respect to the consolidated financial statements
and schedule of X-Rite, Incorporated and subsidiaries included in the Form 10-K for the year ended January 3, 2004.

Ernst and Young
Grand Rapids, Michigan
March 15, 2004
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EXHIBIT 23 (b)

Information Concerning Consent of Arthur Andersen LLP

We are unable to obtain after reasonable efforts, a re-issued report or consent of Arthur Andersen LLP related to the 2001
and 2000 financial statements included in this report on Form 10-K, given the circumstances surrounding the cessation of
Arthur Andersen’s operations. Therefore, we have included a copy of their previously issued report.

Because we are unable to obtain the above-referenced consent of Arthur Andersen LLP, we are required to disclose any
resulting limitations on recovery by investors. Section 11(a) of the Securities Act of 1933 allows, under certain
circumstances, a person acquiring a security to assert a claim against, among others, an accountant who has consented to
be named as having prepared any report for use in connection with the registration statement if part of a registration
statement at the time it becomes effective contains an untrue statement of a material fact or omits to state a material fact
required to be stated therein or necessary to make the statements therein no misleading. Because Arthur Andersen LLP has
not consented to being named in this Form 10-K, it will not be liable under section 11(a) of the Securities Act for any untrue
statements or omissions of material fact contained in the financial statements audited by Arthur Andersen LLP."
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Exhibit 31.1

Certificate of the Chief Executive Officer and President
of X-Rite, iIncorporated

I, Michael C. Ferrara, certify that:

(1) I have reviewed this annual report on Form 10-K of X-Rite, Incorporated;

(2) Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

(3) Based on my knowledge, the financial statements, and other financial information included in this annual report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

{4)The registrant's other certifying officers and | are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

(a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being
prepared;

(b) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(c) disclosed in this report any change in the registrant's internai control over financial reporting that occurred during
the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and

(5) The registrant's other certifying officers and | have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant's auditors and the audit committee of the registrant’s board of directors
(or persons performing the equivalent functions):

(a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report
financial information; and

(b) any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant's internal control over financial reporting.

Date: March 16, 2004

s/ Michael C. Ferrara

Michael C. Ferrara
Chief Executive Officer and
President

57



Exhibit 31.2

Certificate of the Chief Financial Officer
of X-Rite, Incorporated

I, Mary E. Chowning, certify that:
(1) | have reviewed this annual report on Form 10-K of X-Rite, Incorporated;

(2) Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

(3) Based on my knowledge, the financial statements, and other financial information included in this annual report,
fairly present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

(4)The registrant's other certifying officers and { are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(g)) for the registrant and have:

(a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its consolidated
subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being
prepared;

(b) evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this
report based on such evaluation; and

(c) disclosed in this report any change in the registrant's internal control over financial reporting that occurred during
the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has
materially affected, or is reasonably likely to materially affect, the registrant's internal control over financial reporting; and

(5) The registrant's other certifying officers and | have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors
(or persons performing the equivalent functions):

(a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize and report
financial information; and

(b) any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant's internal control over financial reporting.

Date: March 16, 2004

/s/ Mary E. Chowning

Mary E. Chowning
Vice President and Chief Financial
Officer
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EXHIBIT 32.1

Certificate of the
Chief Executive Officer and President
of X-Rite, Incorporated.

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350):

I, Michael C. Ferrara, Chief Executive Officer and President of X-Rite, Incorporated, certify, to the best of my
knowledge and belief, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350) that:

(1) The annual report on Form 10-K for the year ending January 3, 2004, (the *Report”) which this statement
accompanies, fully complies with requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 and;

(2) The information contained in this Report fairly presents, in all material respects, the financial condition and
results of operations of X-Rite, Incorporated, as of and for the periods covered in this report.

Date: March 16, 2004
By: /s/ Michael C. Ferrara
Michael C. Ferrara

A signed original of this written statement required by Section 8086, or other document authenticating, acknowledging, or
otherwise adopting the signature that appears in typed form within the electronic version of this written statement required
by Section 906, has been provided to X-Rite, Incorporated, and will be retained by the Company and furnished to the
Securities and Exchange Commission or its staff upon request.

The foregoing certification is being furnished to the Securities and Exchange Commission as an exhibit to the Form 10-K
and shall not be considered filed as part of the Form 10-K. -
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EXHIBIT 32.2

Certificate of the
Chief Financial Officer
of X-Rite, Incorporated.

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350):

[, Mary E. Chowning, Chief Financial Officer of X-Rite, Incorporated, certify, to the best of my knowledge and
belief, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. 1350) that:

(1) The annual report on Form 10-K for the annual period ending January 3, 2004,(the “Report”) which this
statement accompanies, fully complies with requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934 and; :

(2) The information contained in this Report fairly presents, in all material respects, the financial condition and
results of operations of X-Rite, Incorporated, as of and for the periods covered by this Report.

Date: March 16, 2004
By: /s/ Mary E. Chowning
Mary E. Chowning

A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or
otherwise adopting the signature that appears in typed form within the electronic version of this written statement required
by Section 306, has been provided to X-Rite, Incorporated, and will be retained by the Company and furnished to the
Securities and Exchange Commission or its staff upon request.

The foregoing certification is being furnished to the Securities and Exchange Commission as an exhibit to the Form 10-K
and shall not be considered filed as part of the Form 10-K.
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